Financial 
Analysts Journal 


Published Every Other Month by THE FINANCIAL ANALYSTS FEDERATION 


VOLUME 17 NUMBER 4 JULY-AUGUST 1961 


‘Renaissance’ of Our Paper Money ... . . . . . (An Editorial) 3 


Articles... » 


Book Publishing 25 Years from Now . . Epwarp E. BooHer 13 
McGraw-Hill President Sees Many Profitable Changes 

iemuOldtGan cers Ul CU) UNG DD KENADSIAN 19 

A Senior-Security Investment Plan. . . . . . CARLYLE J. PLUMMER 23 

Savings and Loan Holding Companies . . . . . . . M.R. LEFKOE 31 

Regulation of Unlisted Securities . . . . ALFRED BERMAN 45 
Has the Time Come to End the Double Standard? 

Railroads May Regain Investment Status . . . . . PIERRE R. BRETEY 55 
Should They Obtain Equality of Treatment 

Canada’s Economy: Coyne-Fleming Controversy . DOUGLAS R. ANNETT 75 

‘The Summer of Our Discontent. . . NicHOLAs MOLoDovsky 81 
Wall Streeter Sees ‘Second Phase’ of Bull “Market 

Computers and the Stock Market (A Brief Comment) . GUNTER RISCHER 91 


Features... 


From the Desk of the President . . . . GEORGE STEVENSON KEMP, JR. 5 
Chartered Financial Analysts Institute Established . . A. Moyer Kup 11 
Giraham-DoddeAward-to.Pultons Boyd... =. = eaeween. . 2 « « . LL 
Atlanta and Toledo Societies Join Financial Analysts Federation . . . . 17 
Netherlands Financial Analysts Society Formed ....... . . 28 
Business Outlook as Seen by Financial Analysts . ...... . . 95 
Wettcrs mee eee am tuiteen® Years Ago). 97 Book Reviews ., . 99 


IN OUR SEPTEMBER-OCTOBER ISSUE 


Forecasting the Leading Indicator of Stock Prices, by Leonard H. Lempert. Also: 
Changing Population and Changing Demands, by Dr. Pierre Rinfret; Investment 
Approach to Micro-Wave Securities, by Neal Deoul; and Performance of Invest- 
ment Companies—Another View, by Frank Gardner. 


Growth in 


semiconductors 


GENERAL 


U 


In 1945, Sylvania made 

history by producing the 
1N34—the first commercial germanium 
semiconductor diode. 


Today, the Sylvania Semiconductor Division 
of General Telephone & Electronics is one 
of America’s top ten manufacturers of 
advanced-type semiconductor devices. 
Within three years the market for these 
devices is expected to reach $1 billion in 
sales. 


In anticipation of this bright future 
Sylvania now has in full operation two of 
the industry’s most highly automated 
semiconductor plants, where high-quality 
diodes and transistors have been put on a 
mass-production basis. 


In advanced scientific areas, as in many 
other ways, General Telephone & Electron- 
ics today brings together the talents of 
many people, and the facilities of many 
companies, to help advance the science of 
communications through sight and sound. 


By developing new products and new meth- 
ods for home and industry, General 
Telephone & Electronics is working for 
what it believes is bound to be—a grow- 
ing future in a growing America. 
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> Early this year Celanese, through its Canadian 
affiliates, Celgar Limited and Columbia Cellulose Com- 
pany, Limited, brought into production an extremely 
modern bleached kraft pulp mill near Castlegar in 
southeastern British Columbia. The mill’s capacity ex- 
ceeds 500 tons a day. 

~ This summer a large sawmill, built adjacent to 
the pulp mill, will also start operations. Annual 
capacity: 74,000,000 board ft. 

% Together the two plants will represent an in- 
vestment of $50,000,000 —and together they will effect 
efficient utilization of the species and qualities of timber 
in the area. 

& Celanese, which operates another pulp mill at 
Prince Rupert, B. C., was first attracted to the Arrow 
Lakes region because of the large stands of timber 
which had long been only partially utilized by small 
local sawmills. ; 

> Surveys further indicated that a great deal of 
timber was within 15 miles of the Columbia for easy 
towing to a mill site. The river itself provided almost 
unlimited supplies of clean water. Power, transporta- 
tion to major markets, and skilled workers were also 
available. 

% Working closely with the government of British 
Columbia, Celgar Limited was granted Tree Farm 
Licence No. 23 covering the right to cut on almost 
900,000 acres. 

&% The forests of this area contain on the one 
hand hemlock, spruce, balsam, fir and larch—all good 
pulp species—as well as cedar, Douglas fir and white 
pine, principally lumber species. 


Celanese opens 
new $50,000,000 
pulp and sawmill operation 
at Castlegar, B.C. 


& To log the area efficiently, it is necessary to 
cut all species. And to utilize each at its highest market 
value both the pulp and lumber facilities are required. 


+ Moreover, the pulp mill will supply the saw- 
mill steam, power and water, while the sawmill will 
return chips for the pulp mills digesters and hogged 
fuel for its steam plant. 


& The well balanced, high grade kraft from the 
pulp mill will be sold to paper and paperboard mills 
in Canada and the United States for use in white pack- 
aging papers, tissues, towels, magazine stock, photo- 
graphic paper, writing papers and similar products. 
Combined with the sulphite capacity of the Prince 
Rupert plant, the Castlegar operation will make 
Celanese a major factor in market pulps. 


&% The use of paper and paperboard around the 
world is increasing rapidly with population growth, in- 
creasing literacy, and rising standards of living. The 
Food and. Agricultural Organization of the United 
Nations predict a world consumption rise for paper 
and board, other than newsprint, from 45 million metric 
tons in 1955 to 71 million in 1965. Against this demand, 
we expect Celgar’s premium quality pulp to enjoy a 
continuous demand. 

& The full utilization of these rich Canadian 
forest resources—to the permanent benefit of the peo- 
ple in the area, as well as to the profit of the company 
—is another example of Celanese awareness of growth 
opportunities at home and abroad. Celanese Corpora- 
tion of America, 522 Fifth Avenue, New York 36, 
New York. 
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NEWS FROM THE COLUMBIA GAS SYSTEM 


————————— 


For industrial, commercial and domestic applications, natu- 
ral gas continues to be the preferred fuel in the service ter- 
ritory of Columbia Gas System in Ohio, Pennsylvania, West 
Virginia, Kentucky, Virginia, Maryland and southern New 
York. Here nearly a third of the nation’s gas customers live 
and work. Columbia Gas System service contributes direct- 


ly to their comfort, convenience and economic advantage. 
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‘Renaissance of Our Paper Money 


A recent proposal, by none other than the Treasurer of the United States, 
Mrs. Elizabeth Rudel Smith, to issue our paper money in glowing colors 
fascinates us. And unequivocally we’re for it. 

If color money needs a precedent, we may look to the many foreign 
countries that presently use color currency—but that’s nothing compared 
to the heights to which American ingenuity can develop it. 

For instance, take the $1 bill. In the interest of historical sentiment 
let’s retain the visage of George Washington — the only American Mr. 
Khrushchev hasn’t yet torn apart. Then too, we’d not wish to relegate 
good old George to monetary obscurity, or have the legendary cherry tree 
story forgotten. But, as a logical tie-in we’re suggesting that the reverse 
side show a picture of Mount Vernon—in glorious red, white and blue, 
of course! 

Then, as all U. S. bills consist of two pieces of paper (a little known fact 
by the average individual) this would present no problem for our govern- 
ment’s engravers; thus, we would have “I can not tell a lie’ George 
Washington on the front of our $1 bill and a tinted picture of Mount Vernon 
on the reverse. Right now we can hear Junior saying: ““Gee, Dad I have four 
‘Mount Vernons,’ one more and I can exchange ’em for a ‘Log Cabin’.” 

Oh, yes, the $5 bill. Aside from retaining Honest Abe Lincoln’s portrait 
on the front we would have a picturesque vista of our bucolic countryside 
on the reverse, complete with log cabin; and in no time at all everyone will 
be referring to a “log cabin” instead of a “fin.” We suggest a pensive brown. 

Inscriptions we'll leave to Washington bureaucracy; and actually this 
will give the Federal Government Committee in Charge of Special Anniver- 
saries a bit more to do. What we’re interested in here is the color of bills, 
the historical reverse sides. And soon, in addition to “the long green stuff,” 
we'll be hearing about “the long blue stuff,” “the long orange stuff,” etc. 
(All we want is enough of “the stuff”). 

As for the seldom-seen $2 bill, let’s rejuvenate the existence of “the 
deuce” and really do a job. First we'll relegate the current portrait of 
Thomas Jefferson back to the history books and substitute the portrait of 
a real down-to-earth free spender. And the first free-spending ex-President 
who comes to mind is Franklin D. Roosevelt, one who really knew a fast 
buck, even two—especially if it came from the hides in Wall Street. And 
on the reverse side (stay with us and we'll explain) a colorful picture of 
beautiful Yosemite Falls. Print in a doleful blue. 

For the horse track bettor who has lost a deuce on a slow nag may 
philosophize with the thought that “it’s only water over the dam”— 
and besides he did have a rare piece of art in his hands, if only for a short 
time. And now let’s think of the possibilities abroad. Can’t you see a 
prosperous Arabian camel driver who has exchanged, in the local market 
place, Sahara dates for a $2 bill. There the thirsty son of the desert sits 
on his haunches beside an oasis, sipping water from a goatskin bag while 
looking longingly at cool colorful Yosemite Falls (the bill having been 
hooked to his burnoose) and saying: “Oh Allah, show me the way.” 
Multiply this by thousands of other Arabian camel drivers who have also 
exchanged dates with Americans for $2 bills, and one can readily see the 
need to print even more and more of this new blue currency. 

Then, too, think what could be done if we can re-adjust some of Con- 
gressional Washington’s thinking re sundry observations of famous dates, 
legendary figures, centennials, etc., that are now confined to commemorative 
postage stamps. For instance, on the 150th anniversary of this nation’s 
railroads, use the reverse of the $1 bill to show a 20th century train wind- 
ing over the snow-capped Rockies. Imagine the rail enthusiasts who will 
buy and never depart with this historic memento. We can hear the cockles 
shake with glee in the hearts of current and future Secretaries of the Trea- 
sury. Multiply this by similar dollar bill observations of other industries 
and events, and it’s most obvious that the Bureau of Printing and Engraving 
will be working three shifts around the clock. 

In fact if this generation can put this new idea over with Congress we 
may well go down as the generation that solved the U. S. monetary problem 
for all time—merely by the imaginative adding of color and historical 
events to the specie of our realm. The prospects leave us breathless. 


Keeping up with the Joneses is not enough... The idea is to keep 
at least one step ahead — and it should be a good long one. In business and industry, 
Beckman makes giant steps easy @ It may be a precision potentiometer in an electronic 
system, an analog computer to help pre-test a space vehicle still on the drawing board, 
an amino acid analyzer for medical research or a transfer oscillator in microwave com- 
munications... each establishing a commanding lead in Its field @ A component or a 
complete system — wherever electronics has, or should have application — thoughtful 
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From the President’> Desk = = = 


HE EDITORS of the Financial 

Analysts Journal have requested 
your president to initiate a column 
for the purpose of establishing better 
communications with the member- 
ship. In each issue of the Journal 
we will attempt to cover the princi- 
pal activities of the Federation and 
to discuss matters of significant in- 
terest. 

The confidence expressed by the 
Board of Directors of The Financial 
Analysts Federation in approving 
the Nominating Committee’s report 
at the directors’ meeting in Rich- 
mond, is accepted with a deep sense 
of humility. Without the usual back- 
ground as executive vice president 
the task may be more difficult; how- 
ever, your president is seeking ad- 
vice and guidance necessary to help 
him serve the Federation most ef- 
fectively. The coming year will be 
challenging and interesting. It is my 
intention to visit at least half of the 
Societies in the Federation during 
my term of office and as many more 
as I reasonably can. 

I look forward to the pleasure of 
getting to know many of you better 
and exchanging views on the prob- 
lems of the Federation with the offi- 
cers and directors of the constituent 
societies. 

Perhaps I should say a few things 
about the Convention in Richmond. 
There have been constructive com- 
ments and suggestions from a num- 
ber of Financial Analysts. As you 


know, our situation in Richmond 
presented problems of housing dele- 
gates in several locations and over- 
crowding of some of the available 
facilities. Also, as you are aware, 
Richmond had to face some limita- 
tions as to the variety of the pro- 
gram. None of these limitations 
seemed of sufficient consequence to 
dampen the Analysts’ enthusiasm 
and we were gratified by the regis- 
tration exceeding 1,200. 

There appear to be two main 
reasons why Analysts attend our 
Conventions. The obvious one is 
the program of forums and field 
trips, and the opportunity to meet 
many of this country’s top-ranking 
executives who address us during 
these forums and field trips. 

The less obvious one but perhaps 
of equal value to the serious Ana- 
lyst, is the opportunity to exchange 
views on business, the market, in- 
dustries and individual securities. 
Some of the activities which were 
on the social side presented the op- 
portunity to visit with friends and 
acquaintances and meet other Ana- 
lysts. Included were dinner parties in 
private homes Sunday evening and 
the “Night Hawk” get-togethers. 

We have been told since the Con- 
vention that the diversity of the well- 
planned field trips and timely forums 
met with the approval of the dele- 
gates. One suggestion which we have 
passed on to the group planning our 

(Continued on page 8) 


NEw PRESIDENT of The Financial Analysts Federation: George S. Kemp, Jr., general 
partner of Abbott, Proctor & Paine, Richmond, Va., right, is shown with Joseph A. 
Jennings, State Planters Bank of Commerce and Trusts, also of Richmond, center, 
and Jeremy C. Jenks, research partner of Cyrus J. Lawrence & Sons, New York, and 
outgoing F.A.F. president. This photo was taken at the recent F.A.F. Annual Con- 
vention in Richmond. 
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FIVE 
MAJOR STEPS 


TO FURTHER 
PROGRESS 


AT GREAT LAKES STEEL in Detroit, the computer- 
controlled and operated 80” Mill of the Future— 


AT MIDWEST STEEL near Chicago, the most mode: é 4 
fastest, most powerful hot-strip mill in the world—will 


and efficient steel finishing plant in existence w i 
provide industry with the finest quality tin plat 
provide more and better automobile body sheets. galvanized sheets, hot- 
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sheet {]|§ 
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and cold-rolled 


George M. Humphrey, 


Thomas E. Millsop and Paul H. Carnahan, 


top men at National Steel Corporation, talk about... 


NATIONAL STEELS $300 MILLION 
OF NEW CONSTRUCTION ... 


and what it means to you 


The huge program begun three years ago by National Steel 
is nearing completion. Costing in excess of $300 million, it 
is a signal of continuing progress at National Steel. It is the 
result of a never-ending search for the new and the better. 


It is tangible evidence that private citizens have firm 
confidence in the future and are willing to back this con- 
fidence with huge amounts of private money. It is the kind 
of thing, throughout our economy, which provides the 
solid foundation for widespread American prosperity . . . 
and for which there is no substitute. 


There are obvious benefits, of course, that will result 
from this construction program. 


TO OUR EMPLOYEES— it means better, more secure, 
more stable jobs. 


TO OUR CUSTOMERS-—this expansion means the 
assurance of steel supply in volume during periods of 
peak demand. In any period, the expansion means steel 


NATIONAL STEEL CORPORATION, eirtssurcn, ra. 


= «| SUBSIDIARIES AND DIVISIONS: 
GREAT LAKES STEEL * WEIRTON STEEL * MIDWEST STEEL © STRAN-STEEL * ENAMELSTRIP *® HANNA FURNACE @ NATIONAL STEEL PRODUCTS 


of the highest and most uniform quality ever produced. 


TO OUR COMPANY — it means higher efficiency, greater 
stability and lower costs throughout our operations . . . 
factors which provide us with a stronger competitive 
position in the market place. 


TO YOU AS A CONSUMER OF STEEL—it means 
better products because of better steel. It means greater 
value for your dollar in the products you buy. 


TO YOU AS AN AMERICAN— it means a powerful 
weapon against inflation; it means more strength for 
America faced with competition against the low-cost labor 
and newly added modern techniques of foreign producers. 
And it means a greater industrial base for national security. 


As National Steel’s new facilities come into operation dur- 
ing the months ahead, we'll tell you more about them. 
And we think you’ll agree that it will be good news for our 
employees, our customers, our company and for you. 
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OUR NEW RESEARCH CENTER will be National 
Steel’s headquarters for the expanded, continuing ex- 
ploration of new and better raw materials, facilities, 
manufacturing processes and products of steel. 


AT WEIRTON STEEL in Weirton, W. Va., new and im- 
proved facilities throughout this division will increase 
the production and improve the quality of Weirton’s 
tin plate, galvanized sheets and cold-rolled sheets. 


A BASIC OXYGEN STEELMAKING SHOP, including 
two of the largest vessels ever built, is now under 
construction at Great Lakes Steel in Detroit to in- 
crease the flexibility and efficiency of our operations, 


President’s Desk... 
(Continued from page 5) 


Detroit convention next year is to 
attempt to secure greater participa- 
tion in the meetings on the part of 
Analysts for they can perhaps focus 
the more general discussions into 
the language and concepts that we 
deal with in our daily work. Also 
the suggestion has been made that 
perhaps a higher percentage of in- 
dustry economists, rather than cor- 
porate officers, might have improved 
some of the forum discussions. I 
present these views with the thought 
that they will provoke further com- 
ment from the membership for, as 
you know, it is the aim of the Fed- 
eration to make each Convention 
more useful and more productive 
than the last. 

The largest contingent of wives 
ever attending a Federation Conven- 
tion apparently enjoyed thoroughly 
the historic trips and other activities 
planned for them. 

On behalf of the Richmond Con- 
vention I wish to express our appre- 


ciation for the kind comments that 
so many of you attending the Con- 
vention have offered and I express 
my personal thanks to all of those 
who worked so hard and effectively 
in putting the various activities to- 
gether. It was a most gratifying 
experience for all of us. 


It was announced at the Conven- 
tion that The Atlanta Society was 
admitted to membership and since 
then the directors have approved the 
admission of The Toledo Society. 
Larry Kahn, chairman of the Mem- 
bership Committee tells me that 
several other Financial Analyst So- 
cieties are in process of formation. 
The Federation is growing rapidly— 
and we hope and believe soundly. 


Perhaps the most important mat- 
ter of immediate interest that I 
should cover in these notes is the 
progress of the Institute of Chartered 
Financial Analysts. (See comments 
elsewhere in this issue on C.F.A. by 
A. Moyer Kulp). 

As you know, the selection of Dr. 
C. Stewart Sheppard as director of 


the Institute was announced at the 
Convention. Dr. Sheppard is join- 
ing the staff of the University of 
Virginia Graduate School of Busi- 
ness Administration. The Council 
of the Institute met in New York on 
June 19th with Dr. Charles C. Ab- 
bott, Dean of the University of Vir- 
ginia Graduate School of Business 
Administration and Dr. Sheppard. 
At this day-long meeting the objec- 
tives of the Institute, organizational 
structure and administrative pro- 
cedures, procedures for examination 
and determination of qualifications 
for membership, and a number of 
other matters were discussed in de- 
tail. Dr. Sheppard will now proceed 
with the preparation of recommend- 
ed study lists, sample examination 
questions and similar matters. 


The Council, under the able lead- 
ership of Moyer Kulp, will proceed 
with the drafting of a constitution 
and by-laws. One significant change 
in the examination procedures has 
been approved. As originally con- 
templated there would have been 


SOCIETY PRESIDENTS AND EXECUTIVE REPRESENTATIVES | 


First Row, left to right: Oscar E. Maukert, Cleveland; Ed- 
ward S. Wilson, New York; Howard W. Wilson, Toledo; George 
M. Hansen, Federation Executive Secretary and Treasurer; 
Norman S. Welch, Atlanta; George S. Kemp, Jr., President of 
Financial Analysts Federation; John S. Newbold, Jr., Phila- 
delphia; and George R. Hays, outgoing president of the St. 
Louis Society. 

Second Row, left to right: Henry J. Arnold, Cincinnati; L. F. 
Hoebel, Omaha; G. B. Seely, Montreal; Bernard H. Ineson, 
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Providence; Theo A. Rehm, Phoenix; Harold M. Achziger, 
Dallas; Douglas B. Fletcher, Los Angeles; D. C. H. Stanley, 
Toronto, and Donald C. DeVore, Denver. 


Third Row, left to right: Milton J. Drake, Detroit; B. H. 
Mallison, Rochester; Norman D. Morgan, Washington, D. C.; 
Donald S. Lawhorn, Indianapolis; C. John Kirsch, Twin Cities; 
Alois T. Bolfing, St. Louis; Henry M. Beissner, Houston; 
Semmes G. Walsh, Baltimore; Hartman L. Butler, Jr., Chicago; 
and Joseph Edelstein, San Francisco. 
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LAST YEAR was another year of 
accomplishment for the South and for 
Southern Railway that “Serves the 
South.” The economy of the region con- 
tinued to diversify and expand. In fact, 
industrial growth along our lines in 
1960, representing a total investment of 
almost half.a billion dollars, was greater 
than in any year since 1956. 


Several major developments undertaken 
by us which, we believe, will favorably 
affect the future welfare of Southern 
and the South it serves, reached their 
final form in 1960: 


Approval of our purchase of the 88-mile 
Interstate Railroad, which serves bitu- 
minous-rich coal fields in southwest 
Virginia, was recommended by an Inter- 
state Commerce Commission Examiner. 
This has now been approved by the Com- 
MISSION. 

A 71% stock interest in the 1,956-mile 
Central of Georgia Railway was con- 
tracted for, subject to Interstate Com- 
merce Commission approval. 


A substantial interest was acquired in 
Republic Carloading and Distributing 
Company. 


Stock was acquired in Trailer Train 
Company and Southern went into con- 
tainerized freight-piggyback-service in 
a major way. 

Our Management was streamlined to 
place our Operating and Traffic Depart- 
ments under the jurisdiction of an 
Executive Vice President, to insure the 
closest possible coordination of our 
service and sales functions. 


More than 1400 new freight cars cost- 
ing about $29% million were placed in 
service — making a total investment of 
$154 million in new freight cars during 
the past ten years, many of them special 
purpose cars of unique design, developed 
by Southern. 


Some of the above have been under 
consideration for a number of years. All 
of them will enable us to provide ever- 
better rail transportation, so vital to the 
continued economic development of the 
modern, fast-growing South. 


Merry A, Sete, 
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three series of examinations. The 
first examination would be on the 
fundamentals of investment, and the 
third would attempt to test the much 
broader areas of knowledge and un- 
derstanding necessary to the Senior 
Financial Analyst, many of whom 
are concerned to a major degree with 
policy and administration rather 
than purely security analysis. The 
second examination which would 
have to fit somewhere between these 
two will be replaced by a thesis or 
report on a particular subject. This 
report would give the specialist the 
opportunity to display his particular 
areas of special knowledge. Selec- 
tion from these papers (with the 
permission of the authors of course) 
may provide articles for the Finan- 
cial Analysts Journal. Then too, the 
articles may well reveal much about 
the qualifications of the individual 
for membership in the Institute. 
We expect to be able to offer the 
first series of examinations in Sep- 
tember, 1962. Starting this fall the 


details of how a candidate for the 
designation of Chartered Financial 
Analyst may proceed will be avail- 
able to membership of the constit- 
uent societies of the Federation. 
Moreover, future issues of the Fi- 
nancial Analysts Journal will con- 
tain detailed information about this 
program. 

The new constitution of the Fed- 
eration, which becomes effective on 
July 1, changes the name to The 
Financial Analysts Federation. This 
is not only more descriptive but 
shorter. We now have two Canadian 
societies and a good deal of interest 
is developing from Financial Ana- 
lysts groups abroad. The constitu- 
tion and by-laws were simplified and 
codified. The Education Committee 
has been combined with the Pro- 
fessional Ethics and Standards 
Committees under the name of Pro- 
fessional Ethics and Education 
Committee. Three important activi- 
ties of the Federation, the Financial 
Analysts Journal, the Beloit Seminar 


and the Institute have been consti- 
tuted as departments of the Federa- 
tion. The Placement Committee of 
the Federation has been eliminated 
and our Secretary, George M. Han- 
sen, has been given the responsibil- 
ity of working with the placement 
committees of the individual so- 
cieties. 

The purpose of the President’s 
Memo is to attempt to secure better 
communication between the officers 
of the Federation and the member- 
ship. In a loose Federation of au- 
tonomous societies, widely spaced 
geographically, we do not always 
have the opportunity of exchanging 
views on important matters as much 
as desired. As you know, the work 
of the Federation is done primarily 
by the committees and departments 
of the Federation, and the principal 
function of the officers of the Feder- 
ation is to help and advise in regard 
to these activities. 


GEORGE S. KEMP, JR., President 
The Financial Analysts Federation 


for Greater Milwaukee 


A Multi-million Dollar New Profile 


In the forefront of Milwaukee’s resurgence are 
leading banks like the First Wisconsin, Marshall 
& Ilsley and Marine National Exchange. . . the 
latter currently building its new $15,000,000 Plaza. 


higher... 


handsomer 


There’s a new spirit and a new urgency 
abroad in the Milwaukee area. Projects 
shown here are only examples of progress. 
And keeping ahead — to meet the inevita- 
bly heavier power demands — is the expan- 
sion of The Electric Company. For power 


Allen-Bradley — world-famous producer of 
motor controls and switches — participates 
in Milwaukee’s growth with this $15,000,000 
south side construction project. The Port of 
Milwaukee is currently completing a $13,- 
000,000 program of harbor improvement. . . 
well warranted by tonnage handled — up 


and progress go hand-in-hand — where some 240% since the Seaway opened. 
people produce more, build bigger, live We are busy building our sixth generating 
better are electrically. unit at Oak Creek. Estimated to cost $35,- 


000,000, this unit will increase this plant’s 
capacity to 1,050,000 kilowatts when com- 
pleted late in 1961. 


WISCONSIN ELECTRIC POWER COMPANY SYSTEM 
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Institute of Chartered Financial Analysts 


by A. MOYER KULP, Chairman 


The first meeting of the Executive 
Council of the Institute of Chartered 
Financial Analysts was held in 
Richmond — April 30, 1961. Dr. 
C. Stewart Sheppard was elected 
unanimously to be the Director of 


Dr. C. STEWART SHEPPARD 


the Institute. As such he will be an 
ex-officio member of the Executive 
Council. 

Dr. Sheppard received his under- 
graduate education at the Univer- 
sity of Wales; he holds an M.B.A. 
degree from New York University 
and a Ph.D. degree from Columbia 
University. During the period of 
1948-56 he was Professor of Eco- 
nomics at the Graduate School of 
Business Administration, New York 
University, where he also served as 
Associate Dean. During this period 
he was Executive Director of the 
Joint Committee on Education of 
the American Securities Industry. 

_From 1956 to June 1961 he was 
Dean and Professor of Business Ad- 
ministration of the Graduate School 
of Business and Public Administra- 
tion, Cornell University. 

Dr. Sheppard will join the faculty 
of the Graduate School of Business 
Administration, University of Vir- 
ginia in September 1961. He has an 
excellent academic background, ad- 
ministrative skill, excellent leader- 
ship qualities and is a vigorous man 
in the middle 40’s. Dr. Sheppard 
has an intense interest in the Insti- 
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tute and understands its objectives. 
He will spend a large part of this 
summer in the arduous job of setting 
up the Institute’s program. Further- 
more, he will have a major portion 
of his academic time available to 
serve as director throughout the 
school year. 

At the same meeting in Rich- 
mond, the Executive Council unani- 
mously selected the Graduate School 
of Business Administration at the 
University of Virginia as the loca- 
tion of the Institute. The Graduate 
School of Business at Virginia has 
made notable progress and attained 
a high level since its organization in 
1953 by Dr. Charles C. Abbott who 
was professor for about 16 years at 
the Harvard Graduate School of 
Business where he was Edmund 
Coggeswell Converse Professor of 
Banking and Finance. He is now 
Dean of the Graduate School of 
Business, University of Virginia. 

After examining all the fine Grad- 
uate Schools of Business in the 
United States, the chairman’s rec- 
ommendation, and the Executive 


Council’s selections, were based on 
the unusual combination of Dr. 
Sheppard and Dr. Abbott. Both 
these men are extremely capable, 
have a high standing in the academic 
world, and are experienced in the 
consulting field. Dr. Sheppard will 
have the full support and backing of 
Dean Abbott and his faculty, as well 
as Dr. Edgar F. Shannon, Jr., Presi- 
dent of the University of Virginia. 


We are looking forward to an 
early start of the Institute’s program. 
The program will be in full opera- 
tion within another year. Early at- 
tention will be given reading and 
study guides, as well as devising 
appropriate examinations which we 
hope to hold in the fall of 1962. 

Activation of the Institute of 
Chartered Financial Analysts marks 
a fourth major step in the progress 
of Financial Analysts Societies. 

Equally important, however, is 
the long term educational program 
which will draw more able young 
men to this chosen field. The adop- 
tion of a formal code of ethics will 
be an important phase. All these 
factors are part of an integrated 
program which is designed to better 
qualify Financial Analysts to serve 
in their increasingly important role. 
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Above is the replica of the Graham-Dodd award given to Fulton Boyd for his 


article “Investment Opportunities in Latin America,” published in The Financial 
Analysts Journal September-October 1960. Mr. Boyd is a member of The New York 
Society of Security Analysts and resides in Buenos Aires. 
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TEACHING BY TV 


Bell System facilities meet a new need. Already a vital link in filling 


educators’ requirements within a locality, state or across the nation 


An interesting current devel- 
opment in education is the use of 
television for instruction—both in 
classrooms and in the home. 


Evidence that a shortage of 
qualified teachers is developing 
coincides with the need for some 
way to meet the awakened interest 
in mathematics, physics, chem- 
istry, and education in general— 
from the elementary school to the 
college level. 


Many educators, in studying the 
twin problems, are thinking more 
and more about the possibilities 
of Educational TV in their teach- 
ing programs. 


In transmitting TV lessons and 
lectures from place to place, vari- 
ous means are available. Closed 
circuit Educational TV systems 
between schools may be required. 
Or connection between broadcast- 
ing stations in different cities. Or 
a hook-up between closed circuit 
systems and one or more broad- 
casting stations. 


Whatever distribution of TV is 
needed, in city, county, state, or 


BELL TELEPHONE SYSTEM 


HELPING TO TEACH...HELPING TO LEARN. Classroom scene in Cortland, N. Y. 
This is one of the schools now using Educational TV. More than one TV receiver 
can be used where teachers wish to accommodate larger classes at one sitting. 


across the country, the Bell Tele- 
phone Companies are equipped to 
provide it. They have the facilities 
and years of know-how. And the 
on-the-spot manpower to insure 
efficient, dependable service. 


For five years now, the local 
Bell Telephone Company has pro- 
vided the closed circuit ETV net- 
work which successfully’ serves 
thirty-six schools in Washington 
County, Maryland. 


In South Carolina 400 miles of 
telephone company facilities now 
connect almost thirty schools in 
eleven cities. In New York State, 


they serve a high school and seven 
other schools in the Cortland area. 


In San Jose, California, they 
link four schools with the campus 
of San Jose State College. And 
in Anaheim, California, eighteen 
schools are served by TV. 


The Bell Telephone Companies 
believe that their TV transmission 
facilities and their many years of 
experience can assist educators 
who are exploring the potential 
value of Educational Television. 


They welcome opportunities to 
work with those who wish to utilize 
the potential of Educational TY. 


Book Publishing 
25 Years From Now 


1,000 Millions 


by EDWARD E. BOOHER 


E ARE NOW just a little more than twenty-five 
W vezis beyond the tragic depression of the 30’s. 

During these twenty-five years, despite a great, 
destructive war during which book publishing was 
sharply retarded, we witnessed a revolution in the book 
industry. 

In the elementary and secondary textbook fields, 
markets have expanded enormously due to the rapid 
growth in school age population in the 50’s and to the 
extension of universal education through the secondary 
school level. Along with this came the realization of the 
land grant college ideal—the extension of higher edu- 
cation to others than the economic and social elite. The 
extension of these markets has been accompanied by 
technical improvements in book manufacture that are 
reflected in the format of products offered—especially 
because of offset printing and the use of multicolors. 

In the non-textbook field, we have seen the growth 
of paperbacks on a large scale until it now represents 
a dollar volume equal to or greater than that of the 
hard bound adult trade book. There has also been a 


Edward E. Booher, president of McGraw-Hill Book Com- 
pany, has spent his career with this publishing house having 
started as a traveller for the College Department. Mr. Booher, 
a graduate of Antioch College is now an Antioch Trustee, as 
well as being a past president of The American Textbook 
Publishers Institute and also of the New York Academy of 
Public Education. He is a director of Franklin Publications, 
Incorporated. 
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— Number of Books Sold — 


85 


2,900 Millions 


revolution in the children’s book field resulting from 
the population explosion and its effects on markets, 
printing technology, and new mass marketing tech- 
niques. In short, growth and development in the book 
publishing industry have been quite remarkable since 
1936, especially for an industry that until recently has 
been labeled as “quiet”, “conservative”, “highly-indi- 
vidualistic”, “not profit oriented”, and “largely privately 
owned and operated.” 


But other new forces are at work in this industry. 
For, in the past five years the book publishing industry 
has figuratively been “discovered” (by the Wall Streets 
of America) and its promised growth during the 60’s 
and 70’s has brought it to the attention of the investor 
who buys today for profits tomorrow. 


What are some of the factors and forces producing 
these attitudes and actions? What do the 25 years ahead 
look like? Since this is an industry tied very closely to 
the population and its educational and economic wel- 
fare, perhaps the place to start is with a look at the 
U.S.A. 25 years from now. How many of us mortals 
will be here?; how rich will we be?; how many young 
people will be in schools and colleges?; and how many 
oldsters will be retired but still looking for a construc- 
tive way to use their time? 

The projections or forecasts that follow have been 
made by the McGraw-Hill Department of Economics. 
By and large, I think they are conservative understate- 
ments. But this is beside the point, as is anything except 
the trends to which they point. With these no one can 
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quarrel, and they are highly encouraging — almost 
breathtaking. 

First, let’s consider some basic population figures and 
compare 1960 with 1985. The present 180 million 
figure will increase to an estimated 287.5 million (a 
60% increase) by 1985. 

Significant segments of population broken down by 
age cohorts: 


1960 1985 
(millions) (millions) Increase 
5-13 (elementary school) — 33.6 56.8 69% 
14-17 (secondary school) _.____ NE? 19.8 77 
18-21 (undergraduate college) _. _ 9.6 18.8 96 
22-24 (graduate college level) __ 6.7 13.8 106 
OVCTO Digeeers eee ye naa ee 15.8 21.5 64 


Our 8.1 million college graduates as of 1960 will 
increase to 18 million by 1985. These people represent 
a prime book market, of course, and it is heartening to 
note that this group will represent a 122% increase 
versus the 60% increase for total adult population. 


In the next 25 years the total college or post-high 
school enrollment will go from 3.6 million to 10.4 
million. 


Also of great importance to the book publisher is 
the estimate that total college and university graduates 
per year will increase from 401,000 to 1,210,000 or 
202%. Actually, I believe this figure will reach one 
and a half million in 1985. 


Now, having projected certain major markets to 
1985 let’s see how much we will have to spend. Truly, 
we look like an affluent society: Gross National Prod- 
uct—up from $503 billion to $1,925 billion. Almost 
quadrupled, versus a 60% increase in population! But 
the book publishing industry is more interested in how 
much will be spent for consumer goods and ‘services. 
This figure goes from $328 billion in 1960 to $1,270 
billion in 1985, or again almost four times as much. 
Further, the total amount spent on education will prob- 
ably go from four per cent of GNP, or $20 billion, to 
five per cent, or $95 billion. 


Having looked at the probable size and affluence of 
the book market in 1985, it seems to me that a pro- 
jection of the number of books that might be sold in 
1985 is in order. An estimate of the number of books 
that will be sold through 1965 has recently been made 


Billions of 
Current Dollars 


i300 


Consumer Expenditures 


978 


for the Book Manufacturers’ Institute. Using these pro- 
jections as a base, it appears that unit sales will go from 
one billion in 1960 to 2.9 billion in 1985. While this 
compares favorably with the total population increase 
of 60%, it doesn’t quite keep up with the quadrupling 
of our consumer expenditures. Yet, the book industry 
would fare well with such an increase. 


Types of Books to Be Sold 


Next and most significant, what kinds of “books” 
will be written, edited, manufactured, and sold 25 years 
from now? For the sake of brevity and convenience, 
I shall discuss this from the viewpoint of the industry 
organization—textbook and non-textbook—although I 
believe this is an artificial and arbitrary division, which, 
I would venture, will no longer exist in 1985. 


What about textbook publishing? I believe that “edu- 
cational publishing” rather than “textbook publishing” 
25 years from now is what we must think about. The 
day of the textbook, as we have known it, is fast coming 
to a close. Traditionally, the textbook was intended to 
offer a “text” from which the teacher could teach. But 
in the future, the teacher is not and will not be teaching 
from a “text” alone except in rare instances, and prob- 
ably this is as it should be. Why? 


Knowledge is accumulating, expanding, and changing 
at fantastic rates. 


The number of students to be educated is, as we have 
seen, expanding at equally fantastic rates. 


The imperative of full talent development is fast be- 
coming a bold reality; and this calls for full recognition 
of and attention to individual differences. 

Developments in the very broad and expanding 
field of communication technology, including possible 
satellite radio and television, mandate their use in 
education. 


In other words, textbook publishing is fast becoming 
transformed into educational publishing — into the 
creation of an array of instructional methods and ma- 
terials, if you please. Further, the rate of change in this 
direction in the years ahead will be greatly accelerated. 

But teachers will not disappear from the scene; quite 
the contrary, they will be much in evidence, but more 
in the role of coordinator and director of a group or 
classroom or individual study enterprise. Specialists, 
assistants, and a vast array of materials and devices will 
be employed in that enterprise. 

More specifically, it is my strong feeling that in the 
next 25 years, we will see the following changes and 
developments in “educational” publishing: 


PREVUE OF THINGS TO COME 


Publishing houses will be even more completely 
staffed with top-notch subject-matter and educational 
specialists. They will maintain highly qualified research 
and editorial teams. They will assume infinitely more 
of the responsibility for research and innovation in edu- 
cational materials than at the present time. They will 
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assume more and more responsibility for the interpre- 
tation of teaching philosophy and methods and for the 
implementation of the use of their materials in the 
education enterprise. Marketing and sales personnel 
will continue to be useful in research and innovation, 
but the demand will be for much more creative inno- 
vation than just “what the teachers want.” There is a 
growing resistance to teaching materials that are “more 
of the same” and that are “all things to all teachers.” 
Further, teachers will be required to accept and work 
with the “new” and the “different”, and revolutionary 
methods will be used in preparing the teacher to accept 
and use them. 


It seems to me that the approach to educational 
publishing will be an out-and-out systems approach— 
philosophy, methods, materials, aids, and devices—and 
will be integrated and articulated better than ever be- 
fore. Such systems will embrace in-school and out-of- 
school study and learning, and there will be many 
variations on the same theme; that is, basic books, 
pamphlets, monographs, paperbacks, study guides, pro- 
grammed units, tests, reference works, discs, tapes and 
so on. The argument about the importance or place of 
the textbook per se will disappear. Printed materials 
will be used, and used extensively, but not necessarily 
alone in the textbook form we now know. The essential 
item will be a plan or blueprint for a system of ma- 
terials and devices. In a sense this may serve the pur- 
pose served today by the textbook, a “text” from which 
teacher and student work. 


Success in producing such systems will be dependent 
upon presentation specialists or teams—individuals of 
imagination and skill who will know how to utilize all 
the media available and weave them into an articulated 
whole. The specialist in graphic arts will still be a 
dominant figure, but he will be a person of enlarged 
scope. And he will work hand-in-glove with the spe- 
cialists in other media—film, magnetic tape, electronic 
data processing, models, etc. 


There will be more “customized” educational pub- 
lishing in which educational publishers will prepare, on 
a contract basis with Boards of Education, systems of 
materials for particular purposes. These may include 
materials of instruction programmed for computers that 
would be available to students as needed in the form of 
“print outs.” Such materials could be tied in or coordi- 


Billions of Amount Spent on Education 5% of 
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400, 
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nated with a testing-teaching program in which test 
results would indicate or require that certain materials 
of instruction are needed by certain students. The pros- 
pect of such use of computers carries the systems con- 
cept right to the student. Undoubtedly, computers or 
computer services will be commonly used by schools 
and school systems for administrative and instructional 
purposes, including testing and data processing for 
student guidance and instruction. 

Printed materials will continue to be used in a variety 
of forms, and audio and visual media, including world- 
wide satellite television both live and tapes, may be 
used extensively. The Midwest Airborne Television 
experiment now being carried on at Purdue University 
may have much more significance in the next 25 years 
than we realize. The emphasis on education for and 
about other nations and places and cultures will be 


‘BUILT-IN MOTIVATION’ 


Educational materials of the future will have 
more student motivation built into them. Motiva- 
tion in learning will continue to be a problem, but 
we shall rely more on the intrinsic motivation of 
the learning process and materials and devices, 
and less on the extrinsic motivation of the “pat on 
the back” from the teacher. 


greatly extended. Facility in one or more foreign lan- 
guages will be commonplace. Some students will actu- 
ally study in the medium of languages other than 
English. U. S. educational publishers will directly en- 
gage in educational programs in other nations, particu- 
larly new developing and under-educated nations where 
revolutionary efforts will be required and where our 
talents and know-how can be exported to great benefit. 


School systems are destined to grow in size and will 
use on a greater scale cooperative and coordinated 
educational materials and devices. I believe they will 
purchase and give printed and other materials to 
students as their own property. This will permit more 
flexibility, faster obsolescence, and economies of stor- 
age, issuance, collection, repair, and reissuance of ma- 
terials. Further, school systems will purchase educa- 
tional materials and services on a subscription or 
contract basis to a much greater extent than they do 
now, and contracts will be for a much shorter period of 
time than the present customary three to six years. 

To summarize, educational textbook publishers must 
during the next twenty-five years: 


Assume a big, comprehensive perspective of the 
education enterprise, and the place and function 
of all materials, aids, devices, and services in that 
enterprise. 

Maintain an open mind with respect to new de- 
velopments and changes, in the full confidence that 
as the education enterprise grows, they too can 
grow. Obviously, publishers will be hard put to 


15 


coordinate the many factors with which they must 
work effectively in serving the education enter- 
prise of the future, including compositors, printers, 
binders, and manufacturers and distributors of all 
sorts of teaching aids and devices, electronic, 
mechanical, and otherwise. 


NON-TEXTBOOK PUBLISHING 


But what about that part of publishing called “all 
other’—the non-textbook side? Here, too, I believe 
we shall witness a revolution. If we do not, then we 
shall be ignoring grossly the better educated “affluent 
society” that will be spread before us. 


We have seen what will be happening to the “golden 
age” clubs over America—an increase during the next 
25 years of 64% in those over 65. While some three- 
fifths of all senior citizens today receive less than 
$1,000 a year in money income, and only one-fifth 
receive more than $2,000, I believe the situation will 
change drastically in 25 years. In 1985 our golden 
agers will, by and large, be beneficiaries of a pension 
system—public and private—so vast that it is almost 
beyond comprehension. These oldsters, better educated 
and more “book” oriented than ever before, will be a 
great and prime market for recreational reading and 
learning. And I emphasize “learning.” Adult educa- 
tion and independent study for this group will welcome 
book publishers with open arms. Either they meet it, 
or some other media will, for this is a group that will 
be alive, eager to stay that way, and desirous of being 
useful. Here indeed is a market for “programmed 
texts’, that is, a teaching machine between covers; for 
paperbacks on a grand scale; and for packaged “home 
study” courses or programs in a multitude of fields. 


Not only will this nation and the world with it grow 
in size and affluence during the next 25 years, but in 
complexity as well. We are ever increasing in special- 
ization and complication. Think what this can mean 
for the future of technical, scientific, and reference book 
publishing. While such things as dictionaries and gen- 
eral encyclopedias have always been considered the 
dominant reference book forms (as indeed they are) 
there is a rapidly growing literature of specialized refer- 
ence books—manuals, handbooks, dictionaries, and 
encyclopedias. These, along with electronic systems for 
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storing and retrieving information, will surely multiply 
during the next few decades, and the problem lies at 
the doorstep of the book publishing industry. 


And I believe we shall be in the foreign language 
publishing business in 25 years. Perhaps not on a mas- 
sive scale, but growth in the learning and uses of non- 
English languages in this country will lead to a con- 
tinuing interest in the literature of those languages. 
Further, as the demand for information about U. S. 
technology and science grows throughout the world, 
and especially in those vast newly developing areas— 
Asia, Africa, Latin America—there will exist a prime 
opportunity to publish books for export in these fields 
in languages other than English. Actually, this is al- 
ready being done on a limited scale. Further, where 
translation and publication in a second language for 
export purposes is uneconomical, then the same end 
can be achieved by translating and publishing abroad— 
usually in collaboration with an established foreign 
publisher. 


Children’s Books May Triple 


Children’s books. Do I have to do any more than 
refer to the 70% increase in population of the 5 to 13 
age group? Here again is an opportunity to couple 
other media forms with that of the printed word. This 
will require imagination and skills and mass production 
and distribution. 


The early recognition of individual differences in 
children and the identification of special talents demand 
the use of a variety of materials that expand and widen 
the range of the basic standard textbooks used by the 
class as a whole. Here children’s books of all kinds are 
finding markets that will continue to grow enormously, 
both in the school and the home. Reference books of 
all kinds for children—encyclopedias, dictionaries, an- 
thologies, and science manuals — while selling widely 
today, should at least triple their market in the 25 years 
ahead. 


In this non-textbook end of book publishing, I be- 
lieve we will also see a rapid growth of the publisher- 
planned and packaged book. Here I refer to large, 
attractive, non-fiction books devoted to culture and the 
practical arts that are sold direct to the customer by 
mail as well as through bookstores. Such books range 
in price from $5 ta $35 and are characterized by cook- 
books, . garden books, art books, home atlases, and 
pictorial books on both American and world life and 
culture. 

Book clubs of one kind or another will continue to 
flourish and reach out after a fast growing, better edu- 
cated public. Especially will there appear a sizeable 
number of new clubs catering to specialized interests 
and tastes that are the concommitants of education and 
affluence. 

Many of these developments may be hard on some 
of the traditional methods of book distribution — the 
retail book store, for example. The increasing emphasis 
on mass markets may also produce a tendency to ob- 
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scure or overlook the value and importance of creative 
and experimental literature forms. I shudder at the 
thought, but it is even conceivable that the first novelist, 
the poet, may well be forced to look increasingly to 
foundations and other institutions for grants or subsi- 
dies, or become submerged in this sea of mass markets. 
But these are problems the industry is facing more 
squarely than ever before in its history. Further, it is 
fortunate that they are problems created by opulence, 
and not by slumping or disappearing markets. 

I have left many, many things unsaid. Should we be 
fearful of a “national curriculum” for our schools and 
what it might mean to the textbook industry? Will Fed- 
eral aid to schools influence editorial independence? 
(1 think not.) What about mergers? Where are they 
leading us?: To a stronger, more competitive position, 
I believe. Yet, this is debatable. What additional 
changes will take place in printing technology? 

Twenty-five years is a very short time, particularly 
today. Our society moves and is moved at a fantastic 
pace—a pace so fast that it becomes increasingly diffi- 
cult to comprehend the rate of change. But, fortunately, 
I believe this is a business, a profession, a service that 
attracts people who want to improve the lot of man- 
kind. Because of this, I believe that the next 25 years 
will be exciting and profitable ones and that the in- 
dustry will be creating products and services more 
useful to society than ever before. 


Atlanta and Toledo Societies 
Join Financial Analysts Federation 


Two new Societies, The Atlanta Society of Security 
Analysts and The Financial Analysts of Toledo have 
been admitted to The Financial Analysts Federation, 
according to George M. Hansen, the Federation’s ex- 
ecutive secretary-treasurer. Initial members of the At- 
lanta Society total 53, and for the Toledo Society, 29. 

Officers of the Atlanta Society are: Norman S. Welch, 
president; John B. Ellis, vice president; Frank E. Block, 
secretary; and Eugene Caldwell, treasurer. For the 
Toledo Society: Howard W. Wilson, president; Bene- 
dict J. Smith, vice president; and Dr. Hubert H. Fri- 
singer, secretary-treasurer. 

Members of the Atlanta Society, and their firm af- 
- filiations follows: 

William H. Bailey, Southern Bell Telephone and Tele- 
graph Co.; Charles Arnold, Jr., Trust Company of Geor- 
gia; James S. Agnew, Fulton National Bank; Edward R. 
Adams, Robinson Humphrey Co., Inc.; Carl P. Heartburg, 
First National Bank of Birmingham; David L. Faulkner, 
Liberty National Life Insurance Co.; Frank J. Henry, 
Courts & Company; Edwin R. Granberry, Courts & Com- 
pany; William F. Gow, Jr., Merrill Lynch, Pierce, Fenner 
& Smith; Howard §. Gordman, Georgia State College; 
Edward A. George, C & S National Bank; John B. Ellis, 
Courts & Company; William R. Egan, Trust Company of 
Georgia; H. Talmadge Dobbs, Life Insurance Company of 
Georgia. 

Also: A. Quinton Dobbs, Life Insurance Company of 
Georgia; Norbert A. Dempsey, Trust Company of Georgia; 
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Julian S. Daley, Courts & Company; Edward S. Croft, 
Robinson Humphrey Co., Inc.; Eugene Caldwell, Montag 
& Caldwell; Valjean B. Brookshaw, Jr., Trust Company of 
Georgia; Frank E. Block, C & S National Bank; Clifford 
B. Baum, First National Bank; Stanley E. Smith, Sr., 
Hamilton National Bank; Christopher S. Moore, Volunteer 
State Life Insurance Co.; Parker W. Ingalls, Pioneer 
Bank; Cecil Giffen, Provident Life & Accident Insurance 
Co.; Erskine D. Betts, C & S National Bank; Abram Minis, 
Jr., Minis & Co., Inc. 

Also: James Madden Hund, Emory University; Arthur 
T. Dietz, Emory University; Charle Wray, Fulton Na- 
tional Bank; Priscilla Wiley, Trust Company of Georgia; 
Norman S. Welch, Trust Company of Georgia; William 
C. Wardlaw, Warlow & Co., Inc.; George S. Vest, C & S 
National Bank; John N. Wall, Jr., Montag & Caldwell; 
David O. Thomas, Jr., C & S National Bank; Charles T. 
Taylor, Federal Reserve Bank of Atlanta; Caroline R. 
Selden, Montag & Caldwell; William D. Parker, C & S 
National Bank. 

Also: Tony Montag, Montag & Caldwell; Louis A. Mon- 
tag, Montag & Caldwell; Thomas J. Monroe, C & S Na- 
tional Bank; James F. Milhous, First National Bank; 
George R. Mende, First National Bank; John E. McClel- 
land, J. H. Hilsman & Company; William M. Matthews, 
Jr., First National Bank; Thomas E. Martin, Life Insur- 
ance Company of Georgia; Paul E. Manners, First Na- 
tional Bank; Waldo W. Mallory, E. F. Hutton & Company; 
Jay L. Levine; Courts & Company; Charles W. King, 
Trust Company of Georgia; James L. Kelly, First National 
Bank; and Emily J. Ingram, Trust Company of Georgia. 


Members of the Toledo Society, and their affiliations 
are: 


Carroll E. Amos, University of Toledo; Jerry A. 
Bohland, Owens Illinois Glass Co.; Leo Bourdinet, The 
Monroe State Savings Bank; Wayland C. Byers, Univer- 
sity of Toledo; Gilbert Cooke, Bowling Green State Uni- 
versity; Don M. Craft, Collin, Norton & Company; George 
W. Curtiss, Libbey-Owens-Ford Glass Company; Hubert 
H. Frisinger, University of Toledo; David E. Halter, Mc- 
Donald & Company; Gerald V. Hazel, Ohio Citizens Trust 
Company; Charles Helburn, National Bank of Toledo; Ed- 
win R. Hodge, Jr., University of Toledo; Paul Hummel, 
Toledo Trust Company; Oldrich Jicha, Bowling Green 
State University; Meredith C. Jones, Jr., Merrill Lynch, 
Pierce, Fenner & Smith; Carl H. Kent, Jr., Toledo Trust 
Company. 

Also: James E. Lupe, Toledo Trust Company; William 
A. Marshall, Toledo Edison Company; Grafton L. Mouen, 
Jr., Bell & Beckwith; Charles W. Porter, Toledo Trust 
Company; Carl F. Scarbrough, Owens-Corning Fiberglas 
Corp.; Benedict J. Smith, Ohio Citizens Trust Company; 
Carter Smith, Collin Norton & Company; Earl E. Smith, 
Owen-lIllinois Glass Company; Ford R. Weber, Foster 
Bros., Weber & Company; Douglas T. Weyrsuch, Owens- 
Illinois Glass Company; John P. Williamson, The Toledo 
Edison Company; Howard W. Wilson, National Bank of 
Toledo; and Charles White, National Bank of Toledo. 


Correction 


Through an oversight the name of Henry J. Arnold, 
of Geo. Eustis & Co., Cincinnati, was not included in 
the European manifest which was published in our last 
issue. Mr. Arnold, who is the outgoing president of 
The Cincinnati Society of Financial Analysts, was much 
in evidence, and according to Business Conference Trip 
Co-Chairman Monte J. Gordon “was excellent com- 
pany and a definite asset on our northern survey of 
European corporations.” 
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“...forecasts of prospective world demand for paper and board 


The Annual General Meeting of The Bowater 
Paper Corporation Ltd. was held in the Royal 
Festival Hall, London, on June 1, 1961, Ex- 
tracts from the address by Sir Eric Vansittart 
Bowater, Chairman, follow: 


The Bowater Organization experienced 
another exhilarating year in 1960. New rec- 
ords in production, sales and earnings were 
achieved. We established ourselves more 
firmly in the Common Market area, where 
in addition to our packaging interests, we 
acquired one of the largest integrated paper 
mills and one of the principal sulphite pulp 
mills in France. We also continued steadily 
to develop our businesses in the United King- 
dom, North America, Europe, Australia and 
New Zealand. 

Production of paper and paper products 
reached an all-time high of 2.5 million tons, 
exceeding 1959 production by 22 per cent. 
Sales for the year amounted to $397,822,000, 
a gain of 21 per cent over the previous year. 
Consolidated trading surplus was $65,783,- 
000, of which overseas interests contributed 
approximately 70 per cent. 


New Plant for New Products 


While newsprint is still the Organization’s 
principal product, the output of that product 
as a percentage of the overall global pro- 
duction of the Organization during 1960 
amounted to 57 per cent. 

Capital expenditures during the year 
amounted to $30,800,000 and covered such 
projects as the conversion of a domestic 
newsprint machine to the manufacture of 
fluting medium, payments on the Gillingham 
and Flexpipe plants, construction of a new 
ship, and the new hardboard and pulp mill 
at Catawba, South Carolina. 

The four paper mills and two pulp mills 
of Bowaters United Kingdom Pulp and 
Paper Mills operated at full normal capacity 
throughout the year, at which level they have 
continued to operate to date. The United 
Kingdom Mills company plans to continue 
its policy of converting machines presently 
engaged in the manufacture of newsprint to 
the production of other grades of paper, es- 
pecially those papers used in the ever-grow- 
ing packaging industry. 

Despite the most intensive competition 
which prevailed throughout 1960, Bowater 
Packaging Ltd. had a satisfactory year. De- 
mand for packaging products showed a sub- 
stantial increase over 1959. 

As for our European interests—namely, 
our stake in what is termed the Common 
Market area—we acquired in June 1960 a 
controlling interest in Papeteries de la Cha- 
pelle, one of the three most important paper 
mills in France, with a productive capacity 
of some 200,000 tons annually. 

At the same time we acquired La Cellulose 
de Strasbourg, one of the principal pulp mills 
in France with a productive capacity of some 
70,000 tons of chemical pulp annually. With 
these acquisitions, our investment in the 
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Bowaters 


constitute solid reasons for regarding the 


future of Bowaters in wnternational terms” 


Sir Eric Vansittart Bowater, Chairman 
The Bowater Paper Corporation, Limited 


Common Market is now of the order of 
some $34,000,000. 

All of the Organization’s European pack- 
aging companies are strategically located. As 
time goes on they will make a valuable con- 
tribution towards the Corporation’s revenues, 
but it is not to be expected that they will 
make any substantial contribution for the 
next year or two. 

Our associated company, Bowater-Scott 
Corporation, had a highly successful year 
and its products are now thoroughly estab- 
lished within the U.K. and many overseas 
markets. One highlight of the year for this 
partnership was the coming into production 
in Melbourne, Australia, of its new integrated 
tissue conversion plant, the first of its kind 
in Australia. 

The Tasman Pulp and Paper Company of 
New Zealand, in which we have a substantial 
investment, enjoyed a very successful year, 
achieving record sales and profits. Installa- 
tion of a second paper machine, designed to 
operate at 3,000 feet per minute, is progress- 
ing satisfactorily, and when this is achieved 
the productive capacity of the Tasman plant 
will be of the order of 200,000 tons of news- 
print annually. 

As for North American operations, the 
level of production of all operating subsidi- 
aries in Canada and the U.S. during 1960 
constituted an all-time record. 

North American newsprint consumption 
and production in 1960 reached new histori- 
cal peaks for the second consecutive year. 
It is reasonably safe to say that U.S. news- 
print consumption in 1961 will be about the 
same as it was in 1960. 

Bowaters Southern Paper Corporation in 
Tennessee benefited from the first full year’s 
operation of its four newsprint machines, but 
its earnings were adversely affected by the 
starting-up expenses of the hardboard mill 
at Catawba, S.C. 

Another step in the diversification of 
Bowater interests in North America was the 
decision to construct alongside the pulp mill 
at Catawba a paper mill in which there is 
initially to be installed one high-grade print- 
ing paper machine. Progress on this project, 
to cost $36,000,000, continues on schedule 
and it is anticipated that it will come into 
operation in the third quarter of 1962. 

One of the factors influencing 
our fortunes is the excess productive 
capacity that presently exists in the 
world, particularly in relation to 
newsprint and packaging, resulting 
in intensive competition. This situ- 
ation is further aggravated by con- 
stantly increasing costs of produc- 
tion. 

There is obviously a limit to our 
ability to offset by increased effi- 
ciences these continually increasing 
costs, the effect of which can only 
result in the further squeezing of 
profit margins. 


Production 
Sales 
Trading profit 
Net profit attributable 
to stockholders ... 
Net current assets .. 
Fixed assets 
Retained earnings .. 
Earned per share 
of common stock*. 
Dividends paid 
per share 
*On 41,235,395 shares in 1960; 26,380,612 in 1959. 


The vast amount of capital employed in 
the Organization—some $532,000,000—is 
entitled to a fair and proper return, and the 
time may well now be approaching when 
further consideration will have to be given 
to the problem of the cost/price ratio for 
our products, and whether or not we should 
continue ourselves to absorb increasing costs. 

Data available to date indicate that sales 
of the Organization have again shown a satis- 
factory increase, but due to shrinking profit 
margins our current earnings have not 
reached the record levels of the correspond- 
ing period of last year. The probability is that 
the leeway may be made good and that trad- 
ing surplus for the whole year will be at much 
the same level as that for 1960. 


Outlook Favorable 


The future outlook for the Organization re- 
mains favorable and in support of that belief 
an authoritative survey of prospective world 
demand for paper and board, published by 
the United Nations, indicates substantial 
world increases in demand over the next 
fifteen years. 

In North America, for example, a pros- 
pective increase in population from 182 mil- 
lion in 1955 to 259 million in 1975, com- 
bined with a prospective steady increase in 
per capita income during that period, is cal- 
culated to produce a progressively increas- 
ing demand estimated to reach 59 million 
tons of paper and board, compared with 
some 36 million tons for 1960. 

In Western Europe, including the fast- 
developing countries of the Common Market 
area, estimated prospective demand in 1975 
is nearly double present consumption. In 
Australia and New Zealand, another area of 
ever-growing importance to Bowaters, con- 
sumption by 1975 is expected to be more 
than twice the present level. These forecasts 
of continued growth constitute very solid 
reasons for regarding the future of Bowaters 
in international terms. 


Shareholders will automatically receive copies 
of the Chairman’s address. Others may ob- 
tain copies on application to: The Secretary, 
The Bowater Corporation of North America 
Ltd., 1980 Sherbrooke St. West, Montreal 
25, Quebec. 


The Bowater Organization Story in Figures 


1960 1959 


2,496,000 tons 2,048,000 tons 
$397,822,000 $327,678,000 
$ 65,783,000 $ 56,196,000 


$ 15,803,000 
$ 91,966,000 
$433,921,000 
$ 50,403,000 


$ 15,193,000 
$ 68,214,000 
$401,766,000 
$ 48,630,000 


60 cents 75 cents 


39 cents 35 cents 


United States of America + Great Britain » Canada + Australia » New Zealand + South Africa + Republic of Ireland » Norway + Sweden « France +. Belgium « Italy 


THE DOLLAR GAP 


by N. D. Kenadjian 


To Most AMERICANS, the news that our dollar was in 
danger came as a great shock. During the early post- 
war years, we heard about dollar shortages, and various 
economic difficulties that other, once prosperous, na- 
tions were having; but it seemed incredible that one day 
we too might be faced with similar difficulties, though 
on a much smaller scale. 

The American Government and people, seeing the 
danger of chaos to the civilized world, started the most 
generous and ambitious plan to help to rebuild the rest 
of the world by pouring out billions of dollars. This 
aid was given in the form of grants and loans of much 
foodstuffs, raw materials, industrial equipment, and 
technical assistance. The results were more than re- 
warding. Any American travelling through Western 
Europe today, and seeing the thriving economic activity 
must certainly feel gratified that his hard earned tax 
money was well spent, and was mostly responsible for 
this healthy resurgent economy. It is not intended to 
belittle the tremendous effort made by these nations, 
and yet everybody will agree that without American aid, 
these fantastic achievements could never have taken 
place in so short a time. 

Most Americans considered the achievements of the 
West European nations as interesting economic devel- 
opments, and watched them with sympathy and con- 
descendence. However, a few months ago a very rude 
awakening came: Gold that had travelled to America 
during a generation was now running away; thus our 
dollar was in danger. 

Although the nation’s economists had been mention- 
ing this fact for sometime, the general public was quite 
unaware of it. The trip of our ex-Secretary of Treasury 
to Bonn, to reduce our dollar commitments abroad, 
and former President Eisenhower’s directive, now re- 
scinded, to bring the dependents of our servicemen 
home, to save dollars, shook the man in the street both 
in the States and abroad. 


Dollar Problem Can Be Solved 


As for the discussion of our main problem (how 
weak the dollar is) without minimizing the real dangers 
I want to state that there is nothing basically wrong 
with the dollar that cannot be cured. Our Gross Na- 
tional Product figure stands over 500 billion dollars; 
compared to this, the 3.7 billion dollar gap is not great. 
Nevertheless, something has to be done to correct this 
situation. 

When looking for remedies, the first thought that 
comes to my mind is to increase our exports. The 


N. D. Kenadjian is Director of Operations for Austria and 
Switzerland, Mead Carney I. & Co., Inc., management consul- 
tants. 
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average American manufacturer has never been export 
minded; for him, the export markets have only been a 
sort of dumping ground for unwanted merchandise. 
While the European manufacturer prides himself in 
doing business abroad, and usually has a qualified staff 
to handle this type of business, his American counter- 
part either totally ignores these markets, or at best has 
a so-called export department usually consisting of one 
man and a secretary. This small department is not even 
permitted to make sales plans, and is only told to sell 
what the domestic sales force was not able to dispose of. 


During the post-war years several teams of techni- 
cians were sent to Western Europe under the auspices 
of the International Cooperation Administration. These 
teams introduced modern conceptions of mass produc- 
tion, mass distribution, and especially up-to-date meth- 
ods of marketing. I was privileged to lead one such 
team in Europe, and it is a definite source of profes- 
sional pride for me to see that the work of these 
technical assistance teams has not been in vain. The 
vigorous and efficient way European industrialists have 
promoted their goods in the U. S. market is the best 
proof that they have fully benefitted from the advice at 
their disposal. On the other hand the average American 
manufacturer who studies down to the minutest detail 
all the possibilities in the U. S. does not even think of 
having a rudimentary market research done in Western 
Europe. 


The European countries in general—and the coun- 
tries forming part of the Common Market in particular 
—have been able to make tremendous economic prog- 
ress. The standard of living is steadily going up, and 
will continue rising. Goods which could only be pur- 
chased a short while ago by a select few, are coming 
down more and more to the reach of the general public. 
American products used to generally be out of the reach 
of the common people; in addition, in most foreign 
countries all kinds of exchange controls, and licensing 
formalities restricted their free distribution. Now these 
restrictions are fast disappearing, and the rise in the 
purchasing power in general is bringing these goods 
within the reach of a large segment of the population. 
Nevertheless, it must not be construed that Europeans 
are just waiting to buy anything, just because it is 
American made. A European market is just as difficult 
to break into as any American one. 


On Entering Another Market 


In the States thorough market researches are con- 
ducted to determine the potential of a certain product. 
If packaging is important (as it is in the case of con- 
sumer products) then complete studies are made in 
order to find the best way to attract the customer. The 
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methods, that are used to a great extent when entering 
a domestic market, in the remotest spot of the U. S., are 
seldom applied or even altogether ignored when Euro- 
pean markets are considered. 


Many American firms have been discouraged by the 
poor reception of their products abroad, and so lost 
real interest in exports. I am sure that, in most cases, 
this state of affairs was the net result of unpreparedness. 
If these same American companies had spent as much 
time and energy in studying these export markets as 
they usually do for their domestic ones, the results 
would not have been so disappointing. 


Apart from consumer items, there are also good 
possibilities of exporting American machinery, and in 
this connection an important factor is often overlooked. 
Many European potential buyers are often discouraged 
from purchasing American equipment because of the 
lack of proper “after sales service”; and specially be- 
cause of the difficulty of getting spare parts within a 
reasonable time. Furthermore, the inability of Amer- 
ican firms to match the generous credit terms offered 
by a number of European manufacturers—often backed 
by their own government controlled credit insurance— 
is another serious deterrent to the development of ex- 
port sales of American made machinery. 


Our government is certainly aware of the seriousness 
of the “Dollar Gap” problem, and according to official 
declarations, many measures are being studied. More- 
over, I am afraid that some of these proposed measures 
can only be qualified as being of a negative nature, as 
for instance contemplating restrictions on the export of 
capital, and specifically President Kennedy’s plan to tax 
foreign profits of American corporations, even when 
they are kept abroad. 


Besides the fact that these profits, which stayed 
abroad up to now, have been the source of a good por- 
tion of new investments there, which otherwise, would 
have necessitated new exports of capital, this measure 
would put those foreign operations on the same level as 
the domestic ones. This hardly seems fair, as, though 
to a lesser degree nowadays, there is still a great element 


of risk involved in any foreign operation — witness 
Castro’s Cuba! If this small tax advantage is with- 
drawn, the result can only be to discourage altogether 
new foreign operations, thus reducing future income 
from abroad. 

One of the reasons given by some officials for con- 
templating restrictive measures, is that other countries 
still have various kinds of economic controls. But it 
must not be forgotten that the other countries do not 
possess currencies with the prestige of the dollar. Re- 
strictions would not only give a very heavy blow to this 
prestige, but also disrupt (with catastrophic outcomes ) 
the entire financial system of the Western World. I am 
sure nobody in the Free World can afford to see our 
dollar in the “has been” category. If we are to imitate 
other nations, let it only be in their constructive mea- 
sures to promote exports—such as government insur- 
ance for long term credits for capital equipment, and 
even in eliminating taxation on profits earned abroad. 

Export markets are available, and their importance, 
specially nowadays, cannot be underestimated. Natu- 
rally, before embarking upon a costly foreign promo- 
tion thorough studies have to be made. Wrong or hasty 
decisions can be expensive in any market; but in the 
export field the cost might be as high as the loss of a 
market for a long time, perhaps for ever. 

An increase of 15% in our current exports would 
bridge the so-called “Dollar Gap.” This is not an un- 
surmountable difficulty, specially when we consider that 
this amount is less than 1% of our Gross National 
Product. 

In times of emergency the American industrialist 
has shown a great deal of imagination and aggressive- 
ness. Promoting export now is not only in the national 
interest, but in the future these export markets can well 
constitute interesting and profitable outlets. 

If a good number of American manufacturers decide 
to enter the export field, using the same scientific meth- 
ods as for any domestic market, and if our present 
administration provides the necessary help and backing 
by constructive measures, the so-called “Dollar Gap” 
can fast become a thing of the past. 
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Dividend Notice 


The following dividends have been declared by the Board of Directors: 


First Preferred Stock 


87% cents per share on the First Preferred Stock, for the period 
July 1, 1961 to September 30, 1961, payable October 2, 1961, to 
stockholders of record at the close of business September 5, 1961. 


Common Stock 


A quarterly dividend of 25 cents per share on the Common Stock, 
payable July 24, 1961, to stockholders of record at the close of 


business June 16, 1961. 


ERNEST B. GORIN, 
Vice President and Treasurer 


New York, N. Y., June 2, 1961 
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RADIO CORPORATION 


FEDERAL PAPER BOARD CO., Inc. 
Common & Preferred Dividends: 


The Board of) Directors of Federal 
Paper Board Company, Inc. has this 
day declared the following quarterly 
dividends: 
50¢ per share on Common Stock. 
2834¢ per share on the 4.6% 
Cumulative Preferred Stock. 
Common Stock dividends are payable 
July 15, 1961 to stockholders of 
record at the close of business June 
29, 1961. 
Dividends on the 4.6% Cumulative 
$25 par value Preferred Stock are pay- 
able September 15, 1961 to stock- 
holders of record August 31, 1961. 
ROBERT A. WALLACE 
Vice President and Secretary 


June 13, 1961 
Bogota, New Jersey 
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IF YOU MISSED 
THIS IMPORTANT 
MEETING... 


here is a summary of the 1961 
Standard Oil Company <Indiana) 
Shareholders’ meeting and a 

report on first quarter activities 


First quarter consolidated net earnings for Standard Oil 
Company (Indiana) totaled $43,820,000, an increase of 38% 
over 1960 first quarter earnings of $31,689,000. That was the 
highlight of President John E. Swearingen’s remarks to share- 
holders at the Company’s annual meeting, held May 4 in 
Whiting, Indiana. 

Mr. Swearingen told shareholders that earnings per share 
were $1.23 for the first quarter of 1961, as against 89¢ last 
year, reflecting increased crude oil production, a larger volume 
of product sales, better average product prices and continued 
reductions in costs. He added a word of caution, however, 
about predicting the whole year of 1961 on first quarter results. 
He said, however, that it would be reasonable to anticipate 
better 1961 earnings than those for 1960 “unless there are 
major setbacks not now foreseen.” 


Production. Mr. Swearingen said that production of crude oil 
and natural gas liquids in the first quarter of 1961 averaged 
344,000 barrels a day, up nine per cent over a year ago. 
Production increases in Catade and Argentina more than 
offset decreases in the U. S., resulting from prorationing. In 
Iran, some oil has been found in two wildcat wells in the 
Persian Gulf, but not in commercial quantities. Both wells 
are being abandoned, but the exploration program will be 


continued with the start of two new wildcats on our fvur- 
million-acre offshore tract. 

During the first quarter of 1961 Pan American Petroleum 
Corporation, the Company’s production subsidiary, made a 
joint bid with Tidewater Oil Company to purchase the 
properties of Honolulu Oil Corporation. Purchase agreements, 
which are subject to approval by Honolulu stockholders and 
to the issuance of tax rulings, have been signed. 

Mr. Swearingen added that more than half of the Company’s 
capital expenditures, and over 60% of total capital and explo- 
ratory expenditures, would be devoted to exploration and 
production activities in 1961. 

Natural gas sales in the first quarter were about even with 
a year ago, Mr. Swearingen said. Crude runs to refineries 
averaged 681,000 barrels a day in the first quarter, compared 
with 616,000 barrels a day in 1960, when operations at the 
Company’s Texas City and Sugar Creek refineries were 
affected by strikes. 


Marketing. Refined product sales in the first quarter of this 
year averaged 718,000 barrels a day, an increase of 1.3% over 
1960’s first quarter. Mr. Swearingen also said that dollar 
volume of chemical sales increased 11% over the 1960 period. 

Mr. Swearingen briefly reviewed for stockholders the 
accelerated development of the Company’s nation-wide 
marketing subsidiary, American Oil Company, since its 
reorganization at the end of 1960. “The greatest advertising 
and sales promotion campaign in the history of our Company 
is now getting under way,” he said. “This year American Oil 
will seek to top a record set last year for the highest volume of 
sales in our history.” 


Other Business. Stockholders of the Company re-elected all 
twelve members of the Board of Directors. 

Two proposals presented by stockholders were rejected by 
substantial margins. One requested that the post-meeting 
report contain a summary of the discussion Be shareholder 
questions of importance and the vote on all proposals. A 
second proposed that stockholder balloting be reported by 
number of stockholders, as well as by number of shares. 
Management’s position was that stockholders are, and will 
continue to be, adequately informed. 


In answer to questions, Company spokesmen reported: 


1—Both the parent company and its subsidiaries had adopted 
written policies, defining conflicts of interest. Members of 
management at all levels have reported that their personal 
interests are not in conflict with the Company’s. 


2—The Company had carefully investigated methods of pro- 
tecting foreign investments. With regard to insurance with the 
International Cooperation Administration, offering protection 
against losses arising from expropriation, war and convertibility 
of currency in foreign countries, the Company has concluded 
that, in cases examined to date, the coverage did not justify 
the cost. 

In a concluding statement, Mr. Swearingen said, ““We have 
reasons for optimism in our outlook for the year 1961. The 
business recession seems definitely to have ended, and we look 
for a decided improvement in the general economy in the 
second half. Domestic demand for petroleum products this 
year should be from 2 to 3 per cent higher than fist year, and 
foreign demand should be some 6 to 7 per cent higher.” 


Directory of Standard Oil Company <Indiana> Major Subsidiaries 


AMERICAN OIL COMPANY, headquartered in Chicago, manufactures, transports, 
and sells petroleum products in the United States. It markets through its Standard 
Oil division in 15 Midwest states. 

AMOCO CHEMICALS CORPORATION, Chicago, manufactures and markets 
chemicals from petroleum here and abroad. 

AMOCO TRADING CORPORATION, New York City, buys, sells, and trades 
crude oil and products abroad. 


INDIANA OIL PURCHASING COMPANY, Tulsa, buys, sells, and trades crude 
oil and natural gas liquids in the United States. 


PAN AMERICAN PETROLEUM CORPORATION, Tulsa, finds and produces 
crude oil and natural gas in the United States and Canada. Its subsidiary, Pan 
American International Oil Corporation, New York City, engages in oil exploration 
and developmeni outside of North America. 

SERVICE PIPE LINE COMPANY, Tulsa, transports crude oil for our refineries 
and for others. 

TULOMA GAS PRODUCTS COMPANY, Tulsa, markets liquefied petroleum gas, 


natural gasoline, and related products. 


STANDARD OIL COMPANY (inpiana), 910 S. MICHIGAN, CHICAGO 80, ILLINOIS 


WESTERN UNION TELEX — 


just dial and you're there 
instantly...in writing 


Business now “talks” in writing 
to 23 coast-to-coast cities—will 
soon “talk”? to more than 180 
cities—over Western Union’s 
new Telex Network. 


Telex—Western Union’s latest 
development in economical, in- 
stant, written communications— 
puts businessmen a dial-spin away 
from offices, factories, warehouses, 
and important customers. Telex 
saves time, saves money, gives 
users a@ written record of every 
“conversation.” 

Just how do you send a Telex mes- 
sage? You dial the number—in- 
stantly you are connected and get 
automatic identification. Then you 
type your message on the simple 
Telex keyboard. Your correspon- 
dent can answer back immediately. 


Actually, to receive incoming mes- 
sages, Telex requires no operator. 
Telex automatically verifies every 


connection for the sender and re- 
cords his message to you. In short, 
Telex can work for you 24 hours a 
day ...7 days a week! 


Telex is fast, remarkably so, be- 
cause of automatic electronic selec- 
tion. Messages literally fly 
anywhere on the Telex Network at 
better than a word a second! 


Telex now connects 
these 23 cities: 


Atlanta Milwaukee 
Baltimore Minneapolis 
Boston New Orleans 
Buffalo New York 
Chicago Philadelphia 
Cleveland Pittsburgh 
Dallas Portland, Ore. 
Denver St. Louis 
Detroit San Francisco 
Houston Seattle 
Kansas City, Mo. Washington 


Los Angeles 


Future plans? By the end of 1961, 
22 more cities will be added to the 
above network, for a total of 45 
cities in all. When completed, West- 
ern Union’s U.S. Telex Network 


will connect 20,000 subscribers in 
over 180 cities. 


Global Implications: 


For the past few years, Telex has 
been operating successfully be- 
tween four major U. S. cities, 
Canada, and Mexico. Soon, sub- 
seribers in all 23 U.S. Telex cities 
can communicate with certain key 
markets in Europe, Asia, Africa, 
South America, and the Caribbean 
via Telex. Sender merely dials cor- 
rect code for automatic interconnec- 
tion with overseas Telex. 


Even more exciting is Western 
Union’s future planning: aWestern 
Union fully automatic Telex Net- 
work—working speedily and com- 
patibly with other systems—to 
permit direct customer-to-customer 
dialing to virtually every impor- 
tant overseas market. These will 
include: The United Kingdom, 
Germany, France, Belgium, Hol- 
land, Japan, South Africa, and 
Argentina. 


Western Union... finds better ways to speed it electronically 


A SENIOR-SECURITY INVESTMENT PLAN 


by Carlyle J. Plummer 


IT WOULD SEEM that for some years — not only the 
general public but — bankers, brokers and top flight 
investors have become so imbued with the idea of cap- 
ital gains that they not only ignore income (from securi- 
ties) but look at such revenue with contempt. This 
attitude has caused all but the very best grade of bonds 
and preferreds to be almost completely ignored. Conse- 
quently, many of them are selling as much too low, as 
common stocks are selling too high. 

Therefore bonds and preferred stocks can be found 
that (1) have good long range prospects; (2) have 
strong sinking funds; (3) are priced where they will 
give high enough current yields so as to produce such 
generous incomes that there is no need to be anxious 
to dispose of them. This condition automatically makes 
them sell enough below their call prices to give them 
worthwhile potential appreciations. 

After a portfolio of this kind has been accumulated— 
and today it can be done quickly and with reasonable 
safety—a little later some of the securities will be called, 
or advance to their call prices. 

It is something like “fifo” and “lifo”; some securities 
may be held for years. But others, with no indication 
beforehand, will be called so suddenly that they will 
turn out to be short term profits. 

In spite of the fact that the foregoing is extremely 
elementary, it seems that practically no one puts it into 
practice. This conclusion has been reached only after 
having contacted innumerable brokers and Financial 
Analysts. The consensus is: There is so little appre- 
ciation to be had from bonds and preferreds that if 
one is going to take any chance whatsoever, then buy 
common stocks where there is a worthwhile potential 
appreciation. Nevertheless, an effort will be made to 
show that dealing in senior securities for appreciation 
is not entirely erroneous. 

When bonds and preferreds are bought at a discount 
—and it is essential to point out that they must have 
good sinking funds (or, in the case of bonds, be close to 
maturity )—numerous desirable conditions are created. 
‘First, in a great many instances, an investment adage is 
contradicted; namely, “The higher the yield the greater 
the risk.” This is because numerous bonds and pre- 
ferreds produce a much higher yield than their com- 
mons. 

Therefore, this question confronts the investor: Is 


Carlyle J. Plummer is a seafaring man turned investor. 
From 1921 till 1951 he was a branch pilot in the Sabine Dis- 
trict Ports in Texas (similar to being a Sandy Hook pilot in 
New York). He is the author of a book “Ship Handling in 
Narrow Channels.” In his later years as a pilot he began study- 
ing investment procedures. In 1951 investing became his voca- 
tion, and in 1961 he became an associate member of The Hou- 
ston Society of Financial Analysts. 
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it more desirable and profitable to endeavor to make 
occasional big profits in common stocks—making ade- 
quate allowances for stops that might be executed— 
and, as a rule, receive low average yields during the in- 
tervals; or try to make numerous small profits on senior 
securities and receive generous yields continuously? 


Senior securities will have drastic declines. Never- 
theless, if good judgment has been used in their selec- 
tion, stop orders need not be resorted to because almost 
all of them will eventually recover. The few that do not 
recover can be used as “profitable” losses to mitigate 
capital gains. 


A Matter of Publicity 


It seems that dealing in common stocks gets consid- 
erable undeserved popularity because the profits are 
glamorized by the recipients and whet the appetites of 
prospective purchasers. Whereas, it is human nature 
for one to keep quiet about his losses; consequently 
they are not so apt to be heard about. 


On the other hand, there is practically no glamor in 
dealing in senior securities, and taking a lot of small 
profits does not attract attention. Furthermore, senior 
securities are thought of as being practically void of 
capital gains—and as a rule they are dealt in so as to 
make this true. Also, this statement will be elaborated 
on because herein lies one of the contrasts between 
conventional investment plans and this one. For ex- 
ample, in a reserve fund the customary procedure is to 
use such high grade bonds and preferreds that they 
generally are bought at a premium. This causes their 
yields to be practically negligible; or, they are sold— 
unhesitatingly — at a loss whenever funds are needed 
elsewhere. Stating it another way: Such a reserve fund 
is simply a place to put money for safekeeping. 

On the other hand, according to this plan securities 
are bought when, or while, they are of a slightly lower 
grade. The fact that at the time of purchase they were 
only slightly below a conservative grade—together with 
a strong sinking fund—should cause some of them, in 
a short time, to improve in quality. This in turn will 
automatically improve their price. The ones so affected 
will then be considered, and used, as a reserve fund. 
Ergo: the reserve fund, also, will be a good income 
producer; and, additionally, when drawn on the result 
is almost certain to be a worthwhile capital gain. 

Then too, dealing in senior securities requires so 
much less attention that it is easier to watch a lot of 
them than it is to keep track of a few commons. There- 
fore, protection is gained through more diversification. 
The outcome might be analogous to that of a man who 
became wealthy betting on horse races. He accom- 
plished this by picking horses—after much investigation 
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and study—that seemed certain to come in first, but by 
betting they would merely “show,” or, in other words 
come in at least third. In this way he never made much 
money on any one race. Conversely, he very rarely 
lost! (We don’t like the analogy, but believing that 
our authors have a right to opinions, we're letting this 
stand—Ed.). 

The extensive diversification that becomes practical 
by dealing in senior securities enables one to have, in 
addition to the Dow-Jones Averages, etc., quasi “Indi- 
vidual Mental Averages.” (Since this article advocates 
dealing in securities that might not be included in any 
of the commonly used averages, the term “Individual 
Mental Averages” has been coined to include whatever 
securities the investor is interested in). This can be 
done easily because the investor develops a quite accu- 
rate mental record of whatever he owns. And again, 
this can be done more easily with senior securities be- 
cause (1) they have less fluctuation and (2) they have, 
as a rule, very similar redemption prices. 


Record Seen as Unique 


Such a record (of security averages) is unique for 
this reason: The popular published averages take in the 
most active stocks which, generally speaking, are high 
grade. A “Senior-Security Investment Plan’ (the title 
of this article) from necessity deals, on the whole, with 
a lower grade of securities. Therefore, the Individual 
Mental Averages, since it takes in many otherwise ex- 
cluded securities, affords the investor an additional tool. 
In confused markets it has been found to be an aid and 
sometimes a stabilizer to one’s judgment. 

The yield on a senior security is generally considered 
to be a fairly good indication of its quality. However, 
this can be misleading. Cluett, Peabody & Co., 7% 
Pfd.; Aldens 444% Pfd.; and U.S. Plywood, Ser. “A” 
334 % Pfd., will be used to illustrate. 

In January 1961, CLU, AUD, and PLY (ticker sym- 
bols for these stocks) could have been bought at 138, 
85, and, 75, respectively. At these prices they yield 
5%. However, there is considerable difference in their 
long-range prospects. 

CLU is given as high, or a higher, rating by statistical 
services. But, ironically, it guarantees an eventual 13 
point loss because it is callable for the sinking fund 
at 125! 

Comparing the other two, PLY is more desirable. It 
has a probable near-term appreciation of around 25 
points, judging from its recent record. (Within the past 
two years it has been as high as 99). 

Now, let us look at all three preferreds in another 
way. Suppose some years hence it should become neces- 
sary for the companies to liquidate. However, it must 
be emphasized that it is beyond the realm of probability 
that the illustrations used here will ever be applicable. 
Assume that in liquidation CLU stockholders receive 
$80 a share. They would have a 58 point loss. But if 
AUD stockholders received $80 they would have only 
a 5 point loss. Whereas, PLY stockholders, if they 
received $80, would have a 5 point profit. 
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Contrast in Risks 


The contrast in the risks in these three securities— 
since they all give the same yield—should further dis- 
prove the adage “The higher the yield the greater the 
risk.” Furthermore, these illustrations should show that 
it is generally inadvisable to buy a senior security just 
for yield. There also should be, at least a slight, appre- 
ciation probability. This appreciation and safety often 
can best be gotten by buying the security with the lowest 
dividend/coupon; therefore it is almost a truism to say 
a low dividend/coupon rate—when the yield controls 
the price, as it does with practically all high grade 
seniors—can amount to an ultimate difference between 
having a profit or a loss. 

Also, when the yield is relied on too extensively in 
judging the quality of preferred stocks, as in the case of 
CLU, it gives investment counsellors ample reason to 
be critical of them as investments. 

Turning to bonds: New England Power Ist “A” 
344% of Nov. 15, 1961, is an excellent example of 
how, with just a little discount, an unusually high yield 
can be obtained with safety. In May 1960 this bond 
could have been bought at 97% to yield 5.25% to 
maturity. Since (in May 1960) the maturity date was 
only 18 months off, for all practical purposes the yield 
to maturity could have been considered the current 
yield also. This was the case. In May 1961, if an at- 
tractive investment could have been made, an amount 
equal to that which was put in New England bonds 
could have been drawn out of the investor’s reserves 
with the certainty that the reserve account could be 
replenished in six months. Furthermore, since the bond 
will mature—instead of having to be sold—a brokerage 
commission is avoided. 

Another attractive bond was Detroit Terminal & 
Tunnel 44% % of May 1, 1961. It was bought on June 
5, 1960 at 98%. The fact that it has no sinking fund 
was of no consequence in this case because the maturity 
date was so close. The result produced a better than 
6% yield. It would be practically impossible to find 
such situations in common stocks! But with bonds they 
are—at least nowadays—common occurrences. 

Ordinarily, bonds with such thin markets are undesir- 
able. But the early maturities offset this bad feature. 
Somewhat the same thing is true of an inactive pre- 
ferred. When bought near its low—if there is a large 
and active sinking fund—satisfying the fund require- 
ment can suddenly cause quite a rise. 

In fact, with a strong company such as U.S. Plywood, 
a thin market — caused by the small amount of out- 
standing stock—is actually an attractive feature if the 
stock is bought at a deep discount, and if the stock also 
is bought with the investor prepared, if necessary to 
make a long-term investment. The company is capable 
of calling the entire issue at most any time. And when- 
ever it might be advantageous, this will be done. 

Critics of fixed-income-securities point out the danger 
from inflation. On the other hand, inflation has a ten- 
dency to improve the quality of medium-grade-securities 
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NOBODY 
KNOWS WHO 
INVENTED 
THE AXLE 


BUT 


The first driving tandem axle—two driving axles joined 
together to form a single driving unit—was designed, 
developed and built by Rockwell-Standard in 1918. 
Since then, Rockwell-Standard has contributed scores 
of other important “firsts” for automotive vehicles... 
produced more tandem driving axles than all other 
manufacturers combined. 

One of the newest and most outstanding of these con- 
tributions is the combination of the lightweight tandem 
axle with the revolutionary new Duo-Flex lightweight 


suspension system for over-the-highway trucks. 

In addition to the established benefits of tandem axles 
—greater traction—better flotation—smoother riding— 
this new combination means easier vehicle mainte- 
nance and much lighter weight. This pays off in greater 
vehicle payload for more profit per trip. 

This is another important ‘example of Rockwell- 
Standard progress and advancement for the fields it 
serves so well — transportation, construction, agricul- 
ture, petroleum, general industry and government. 


22 U.S. plants of Rockwell-Standard Corporation manufacture these famous products « TIMKEN-DETROIT® AXLES + HYDRA-DRIVE® TRANSMIS- 
SIONS + GARY® GRATING + BLOOD BROTHERS® UNIVERSAL JOINTS » BOSSERT® STAMPINGS *» AERO COMMANDER® AIRCRAFT + AIR-MAZE® 
FILTERS * KERRIGAN® LIGHTING STANDARDS. Plus these other Rockwell-Standard® products: AUTOMOTIVE BUMPERS + AUTOMOTIVE SEATING 


LEAF AND COIL SPRINGS 


ROCKWELL-STANDARD 


BRAKES + FORGINGS 
ROCKWELL 


STANDARD SQ) 


CORPORATION 


GENERAL OFFICES: CORAOPOLIS, PENNSYLVANIA 


Marquette Cement reports 
on large-scale 
plant modernization 


$23% Million to be Spent This Year to 
Achieve Lowest Production Cost and 
Utmost in Product Quality and Uniformity. 


The table at the right shows the magnitude of the modern- 
ization program on which we are presently at work. In 
particular, it shows the big stepup in improvements con- 
templated for 1961. 

The Nashville project was completed last month and 
the new Superior plant should begin to operate in July. 
At Des Moines, the new dust precipitator is now in service 
and the rock crushing plant will be operating in July, 

At Morgantown, W. Va., the entire crushed rock pro- 
ducing and transporting installation will be completed be- 
fore the end of the year. At Neville Island, Pa., the river 
dock, barge unloading facilities, material storage and 
handling craneway and raw grinding department will be 
completed. These several projects will provide the greatest 
operating economies in the shortest time, 

At Catskill, N. Y., the emphasis will be on earliest pos- 
sible completion of thé cement loading dock on the Hudson 
River so that water movement of cement to the new dis- 
tributing plant on Long Island may be started this summer, 

In succeeding years, many additional large-scale pro- 
jects will be tackled. Among these are completion of the 
plant replacement work at Catskill and Neville Island and 
similar replacement work at Oglesby, Ill., and Cape 
Girardeau, Mo. Also contemplated is a completely new 
plant in Chicago, to offset a planned capacity reduction 
at Oglesby. During the same time, important moderniza- 
tion work will be done at all other Marquette plants. 

In this manner we will prepare ourselves in advance of 
the necessities flowing from excess capacity in the industry 
and the resulting intensified competition, Our hope is that 
thereby we will be able to maintain our traditional take 
in the market and our historic profit margins. 


Copies of our 
complete Report 
for 1960 are 
available upon 
request. Write 
to Director of 
Public Relations 


One of America’s major cement producers 


Operating fourteen cement producing plants in Ilinois, lowa, Ohio, Missouri, Tennesse, Mississippi, Georgia, Wisconsin, Pennsylvania, New York and Maryland 
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MODERNIZATION PROJECTS PRESENTLY PROGRAMMED 


SUPERIOR 
New, modern producing plant to replace old, > Rese mod. 
ernization of rock crushing plant, 


NASHVILLE 

Completion of naw, modern producing plant to replace 
old, consolidation of rock crushing cant yi and addi. 
tlonal finished cament storage ' 


DES MOINES 
New rock crushing plant, alr quenching clinker cooler 
and alactrostatic dust pracipltator, 6.6000 o cas 


ROCKMART 
Completion of new, modern producing plant begun In 
1958, plus new rock loading facility at quarry, ....... 


CAPE GIRARDEAU 
Completion of improved river barge loading facilities. . 


MORGANTOWN 

New mine, rock crushing plant, rock loading dock, highs 
way and truck transport equipment, plus raw mate. 
rial deposit—to supply limestone to Neville Island plant 


NEVILLE ISLAND (PITTSBURGH) 

New, modern producing plant to replace old, plus river 
dock and additional finished cement storage (1961 
portion only)... ..... 


CATSKILL 

Major alterations to material storage and handling 
craneway and rock crushing plant, plus new, modern 
producing plant to replace old, Also additional finished 
oamant storage (1961 portion Only)... ccc cccnes 


SECURITY 
Rock crushing and sereening plant altorations,......, 


HOWES CAVE 
Rock crushing plant alterations. , 


CEMENT DISTRIBUTING PLANTS 

New plants in Metropolitan New York; Des Plaines, 
tl; Cincinnati, Ohio, and enlargement of Chicago and 
Vicksburg, Miss,, plants; also plant site at St, Paul, Minn, 


TRUCK LOADING FACILITIES 

At Oglesby, Cape Girardeau, Des Moines, Brandon, 
Cowan and Rockmart producing plants and atoms 
and St, Louls Distributing Plants 


RAW MATERIAL DEPOSITS 
New raw material deposits at Albany and promens ba 
Glen Haven, Wis,, and Oglesby, Ill, 


OTHER 
Normal Improvements and replacements at all locas 
tions, Including new dock wall at Milwaukee, .......... 


SPENT IN 
1960 


$2,551,478 


2,115,093 


1,816,043 


233,476 


257,496 


183,283 


286,374 


329,855 


1,294,230 
$9,067,328 


* 


TO HE SPENT 
IN 1961 


$ 4,660,000 


650,000 


798,063 


3,775,000 


3,450,000 


2,385,000 
500,000 


300,000 


1,576,000 


3,074,000 
263,000 


2,100,000 
$23,531,063 


Marquette Cement 


MANUFACTURING COMPANY 


Executive offices; 20 N, Wacker Drive « Chicago 6, Ilinols 


Annual Capacity 24 Million Barrels. 


which have strong sinking fund provisions. The more 
inflation there is the more dollars there should be com- 
ing in to do the same amount of business and to take 
care of a continuously smaller fixed charge. 

The foregoing is a reasonably safe method for getting 
“bread and butter.” Now an illustration for getting the 
“cake and ice cream.” 


Buying on Advice 


When securities are found that have a conversion 
feature in addition to the above attributes, they are 
bought eagerly! But it must be reiterated that they 
should be bought only when selling—maybe just a point 
or so but—at a discount. It seems the advisory services 
never — knowingly — recommend them until they are 
selling at a premium. The term “knowingly” is used 
because it is through their unrealized recommendation 
that such securities generally are bought. This is how: 
time and again a common stock is recommended; in 
such a case the capitalization is analyzed. When it is 
found that the senior security, or one close to the top, 
has a conversion feature and is selling at a discount 
(and of course, on the average, is earning its charges by 
a good margin) the purchase of it, if the analysis about 
the common is correct, can amount to buying a ticket 
for a sensational ride. On the other hand, even though 
the opinion is too optimistic—which often proves to be 
the case—the security still is quite certain to be a satis- 
factory income-producer and will eventually appreciate 
because it is improbable that a reputable service will 
be entirely wrong. 

A concrete example will be cited. A very glowing 
account was read about the prospects for Van Norman 
Industries, Common. Consequently, some of the 442 % 
Convertible Bonds of 1976 were bought (in Feb. 1960) 
at 80. In case the Common does not advance so as to 
cause the bonds to go up, the 5.6% current yield should 
make the investor content to hold them for income. 

In fairness to advisory services, Van Norman bonds 
have such an extremely thin market that it would be 
impractical to recommend them. However, if the Com- 
mon goes above the Bond’s conversion price, the latter 
will become active—and more than 20 points higher! 

Contrast with this the outcome when a security is 
bought at a premium and the prediction turns out to be 
too optimistic, or there is a severe market let down. 
The investor is left with a depreciated security that 
probably gives too low a yield to be profitable to hold— 
and might never be sold except at a loss. 

Security dealing is often an unpredictable science, so 
the average layman—such as the author—must learn 
much of it empirically. Therefore trading has been 
done very cautiously. Originally this caution was the 
reason for partiality toward senior securities. The re- 
sults have been surprisingly good in all kinds of markets. 
Consequently it seems prudent to continue the practice. 

Heyden-Newport Chemical stocks can be used to 
illustrate most of the foregoing. In 1957, Heyden 
Chemical (the predecessor company) 2nd Preferred 
could have been bought at 72 to yield 6%. At that 
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time prospects were not too good. Nevertheless—even 
though preceded by a bond and a Ist Preferred issue— 
the 2nd Preferred was small enough and the company 
strong enough that it was reasonably certain that divi- 
dends would continue and the sinking fund taken care 
of. So, when notice was taken of this issue, and it was 
found to have a conversion feature, it was bought 
eagerly. 

However, today conditions are different. The “chart- 
ists” state the prospects for the Common are excep- 
tionally good. For the sake of illustration, it will be 
assumed, first, that the Common will have, at least, a 
slight advance—and a small advance in the Common 
will cause a big advance in the 2nd Preferred. (Every 
point of advance in the Common above 20.13 should 
cause a 4.967 point advance in the 2nd Preferred). 
Second, it also will be assumed there is no time limit 
on the conversion feature. 

Granting the two above assumptions: As the 2nd 
Preferred goes up with the Common, it will provide the 
investor (who bought at 72) with a generous 6% yield 
while waiting to cash in on his paper profits. 


The ‘Unfavorable Feature’ 


Of course, the sinking fund is now undesirable. How- 
ever, until recently it had been the instrument—or sort 
of insurance policy—that made it much more certain 
the patient investor would eventually get out with a 
nice profit, even though the company’s business re- 
mained poor. 

The conversion deadline was, at the time of the pur- 
chase and still is, the only unfavorable feature. 

Even though it is junior, the 2nd Preferred is quite 
likely to make the Ist Preferred more secure and desir- 
able. If the common stays above the conversion point 
of 20.13 for any length of time, the 2nd Preferred—let 
us say for the sake of illustration—will all be converted. 
If conditions get bad—after all the 2nd Preferred has 
been converted—common dividends will be out much 
more quickly than would be the case with the 2nd 
Preferred, thereby leaving more funds available for the 
1st Preferred. 

Heyden-Newport Common makes a splendid barom- 
eter for the Ist Preferred. It tells the investor that the 
high yield—if the stock is bought in the low 60’s—is 
not a danger signal. 

Then, too, senior securities can make their juniors 
more secure. For example, if all, or nearly all, the 
Spiegel Convertible Bonds were to be turned into com- 
mon stock — and it appears this will happen — it will 
strengthen the Preferred stock’s position. 

No doubt these ideas, on first thought, will seem 
utterly unattractive to the many who want quick action 
—or, in other words, wish to speculate. However, it 
can be pointed out that maybe this plan can make use 
of some of the best, and avoid the more undesirable 
features of speculating. 

To begin with, margin trading is risky; however, it 
is less risky when dealing in senior-securities. To sub- 
stantiate, it was proposed (earlier in the article) that 
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only bonds and preferreds be bought that “pay their 
way.” Today, the interest-rate trend, at least, is not 
upward. Therefore, there should be no compulsion to 
sell senior-securities because of carrying charges. But 
with common stocks, the dividends quite likely will be 
insufficient to take care of the interest that must be 
paid on the borrowed money. And when the common 
stock trend is downward, as it was during most of 1960, 
there is apt to be a strong inclination to become dis- 
couraged and sell out at a loss—in addition to the loss 
incurred by the carrying charge. 

Next, even when trading in common stocks, patience 
is a requisite. It is still more essential to be willing to 
wait when dealing in senior-securities. And if sufficient 
forbearance (it seems that “forbearance” should be the 
correct term to use when advising “speculators”) is 
exercised, the reward, quite consistently, should be 
worthwhile and occasionally bountiful. 

Another attribute: it is fairly easy to know when 
senior-securities are low because they are priced on a 
yield basis. Stating it another way, all with the same 
ratings will give about the same yield. It is even easier 
to know that the high is indicated by the call price. Or, 
a convertible is high when — after the senior-security 
has gone above its call price—the common quits climb- 
ing. But with common stocks, even the experts are often 
at variance. 

To the “speculators” who have not been won over, 
it is again suggested that Heyden-Newport 2nd Pre- 
ferred be watched for a while. The guess is that they 
will see considerable fluctuation—or action. 

To summarize: Of course, it is preferable to get 
revenue that is capital gain. In a falling market—for 
the sake of illustration it will be assumed—this cannot 
be done. 

Therefore, it should be better to retain the small 
portion of interest/dividend revenue that is not taxed 
away than not to get any at all. 
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Netherlands Analysts Society Formed 


Formation of The Netherlands Society of Investment 
Analysts has been announced by J. E. Verwayen who 
was elected Society president. Other officers are: W. 
van de Wardt, secretary, and Miss Magda M. H. van 
Mil, treasurer. 


Members of the Vereniging van Beleggingsanalisten 
(Netherlands Society of Investment Analysts) and their 
affiliations follow: 


Drs. B. Bartelings, Nederlandsche Middenstandsbank 
N.V.; Mej. N. Binksma, De Twentsche Bank N.V.; D.L.G. 
Boissevain, Kas-Associatie N.V.; C.H.B. Boot, Vermeer & 
Co.; H. Broer, Rotterdamsche Bank N.V.; F. Bruins, 
Mahlers Bank N.V.; Drs. H.W. Deunk, Hollandsche Bank- 
Unie N.V.; M. van Dompselaar, Hope & Co.; A. van Doorn, 
Bankiershuis van Eeghen N.V. 

Also: R.J.W.B. van Doorn, H. Oyens & Zonen N.V.; 
F.C. Fleischer, Theodoor Gilissen; G.L. Fock, Neder- 
landsche Handel-Mij.; J.J. van Goozen, Pierson, Heldring 
& Pierson; R.R. Hazewinkel, Nederlandsche Handel-Mij. 
N.V.; Drs. G. van Hees, Amsterdamsche Bank N.V. 

Also: J. Hendrix, N.V. Handel-Mij., and H. Albert de 
Bary & Co. N.V.; J.B.M. Hoogeveen, Rotterdamsche Bank 
N.V.; Drs. J. de Jongh, Nederlandsche Handel-Mij. N.V.; 
H.J.B. Klaassen, Van Mierlo en Zoon N.V. Breda; Mej. 
M.H.M. van Mil, Labouchere & Co. N.V.; Drs. J..G. 
Mooreau, Beels & Co-De Clereq & Boon Hartsinck; G. 
Muller, Zuidhollandsche Bank N.V.; J.J.F. Niemoller, La- 
bouchere & Co., N.V.; Drs. P.A. van de Paverd, Nederl 
Credietbank N.V.; D. Ridder, Hollandsche Bank-Unie N.V. 

Also: M.G. Schreuder Goedheyt, Nederlandsche Overzee 
Bank N.V.; J.H. Schutte, Lippman, Rosenthal & Co.; Drs. 
C.P. Schwartz, Vlaer & Kol, Utrecht; Drs. A.M. Sengers, 
Firma F. van Lanschot; J.G.A. Baron Sirtema van Groves- 
tins, R. Mees & Zn.; Drs. G.A. Surie, Nederlandse Over- 
zee Bank N.V.; M. Teenstra, Continentale Handelsbank 
N.V.; Drs. E. L. Vervuurt, Amsterdamsche Bank N.V.; J. 
E. Verwayen, De Twentsche Bank N.V.; Drs. N.L.M. Vis- 
sers, Pierson, Heldring & Pierson; H.G.M. van de Voort, 
Gebr. Teixeira de Mattos; Drs. W. van de Wardt, Hope & 
Co.; Jhr. H. van der Wyck, Nationale Handelsbank N.V.; 
and Drs. J.H.N. Zijlstra, N.V. Amsterdamsche Bankiers- 
kantoor v/h Mendes Gans & Co. 
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Dividend Notice 


Broadview (Chicego suburb), 
Illinois—At a meeting of the 
Board of Directors of Am- 
phenol-Borg Electronics Cor- 
poration held today a quar- 
terly dividend of thirty-five 
cents (35¢) per share was de- 
clared payable June 30, 1961, 
to the stockholders of record 
at the close of business June 
16, 1961. 


FRED G. PACE, Secretary. 
May 23, 1961. 


he Board of Directors has 
eclared this day : 
OMMON STOCK DIVIDEND NO. 108 
his is a regular quarterly 
ividend of 


7% 


PER SHARE 

ayable on Aug. 15, 1961 

: to holders of record at close 
of business, July 20, 1961 


KARL SHAVER 
SECRETARY 
June 1, 1961 


THE COLUMBIA 
GAS SYSTEM, INC. 


A Diversified Closed-End 
Investment Company 


Second Quarter Dividends 


Record Date June 20, 1961 
30 cents a share 


on the COMMON STOCK 
Payable July 1, 1961 


67% cents a share on the 
$2.70 PREFERRED STOCK 
Payable July 1, 1961 


65 Broadway, New York 6, N. Y. 
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Texaco in Dakar, West Africa, is an investment in progress —and in people. 
The man with the air hose is busy with a ‘customer’: He is D. Magatte, a Texaco Dealer 
proud of his reputation of giving the best service in town. And Texaco is proud and 
fortunate to have men like D. Magatte representing them in many parts of the world. 
Texaco’s.own progress is built on helping others to develop new skills and personal 
security. As a major producer, refiner and marketer of oil, Texaco is contributing to the 
economic stability and to the growth of countries throughout the Free World. <a> 


TEXACO: SYMBOL OF WORLD-WIDE PROGRESS THROUGH PETROLEUM \Ze 


PAINTS 
ADHESIVES 
PRINTING 


CHEMICAL COATINGS - SYNTHETIC RESINS 
SEALANTS «+ METALLURGICAL PRODUCTS 
- DYES - HOUSEHOLD PRODUCTS e¢ LIME 
REFRACTORIES «+ CONSTRUCTION MATERIALS + CEMENT 


\ 
\ : 


AMERICAN - MARIETTA 


Products for Missile Technology 


Missiles demand power—and American-Marietta produces materials for 
both nuclear and solid fuel propulsion systems. 

At American-Marietta’s Sierra Metals Corporation, research scientists 
are pioneering in the development of advanced alloys capable of withstanding 
extremely high temperatures and radioactive bombardment. One new Sierra 
Alloy is now being tested by the Atomic Energy Commission as a basic 
material for the first nuclear powered reactor in the missile field. 

Powdered aluminum is an essential for solid rocket fuels used to power 
such new missiles as the Minuteman, Hercules, Pershing and Nike-Zeus. 
American-Marietta’s Metals Disintegrating Company, the nation’s oldest 
producer of finely divided metals, is now a key supplier of powdered 
aluminum for solid rocket fuels. 


American-Marietta 


Progress through Research Aerie 


Savings and Loan Holding Companies 


by M. R. Lefkoe 


NEW COMPANIES ARE FORMED every day and many of 
them are fortunate enough to possess those qualities 
sought by the investing public. However, it is rare when 
a whole new industry is born overnight which is com- 
posed of companies that appear to have a potential 
average growth in earnings of 17% compounded annu- 
ally over the next 10 years. 

This article will deal with such an industry—The 
Savings and Loan Holding Companies. Although there 
are several holding companies headquartered in Eastern 
States, this article will deal only with 14 of the Cali- 
fornia-based companies and one in Colorado, since the 
greatest growth potential has been and will continue to 
be in the West. Because so many readers are Financial 
Analysts who probably have some knowledge of the 
industry already, I will devote only a minor portion of 
the article to historical data. Instead, I have decided to 
deal with those issues which are currently being dis- 
cussed by analysts and investors. There are three sec- 
tions: (1) Background on California; (2) Current 
Issues; and (3) Projections. 


CALIFORNIA BACKGROUND 


California, larger than most European nations, has a 
land area of 156,803 square miles and ranks third in 
size in the United States. Major ports include man-made 
Los Angeles-Long Beach harbor and two of the world’s 
best natural harbors at San Francisco and San Diego, 
which have the largest trade volume in the West and 
provide excellent facilities for the U. S. Navy. A large 
percentage of the population lives on the seacoast and in 
interior valleys which have mild Mediterranean-type 
climates without snow, and are suitable for outdoor 
living. 

California’s population of 15,717,204 in 1960, sec- 
ond only to New York, showed a 48% increase over 
1950 and was more than double the 1940 figure. The 
gain of over five million people during the 1950’s was 
more than any two other states combined and produced 
the fifth largest percentage gain in the United States. 
At the recent rate of increase, averaging one-half million 
annually, California is expected to become the largest 
state in population by 1964 or sooner. 

The major part of the recent growth has been from 
net migration, with less than half from natural increase. 
This is attributed to more intensive development of 
land, water and other natural resources; transition to- 
ward a more self-contained economy; and greater trade 


M. R. Letkoe is a Security Analyst at Jesup & Lamont where 
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for Townsend-Greenspan & Co., an economic consulting firm. 
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majored in finance at Chicago’s Graduate School of Business. 
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with other rapidly growing Western states and the 
Pacific Basin. 


California’s personal income, an estimated $40.8 
billion for 1959, is over 10'4%2% of the national total 
although the state has only about 82 % of the popula- 
tion. Personal income was $2,661 per capita, second 
only to New York’s $2,736 among the 10 largest states, 
and 23% higher than the $2,166 national figure. 

In 1959 California ranked first among all states in 
personal income from agriculture, contract construction 
and government sources, and it ranked fifth in minerals. 


Population Now and a Forecast 
United States 


1950-1960 18% 
1960-1965 8 
1960-1970 16 
1960-1980 37 


California 


1950-1960 
1960-1965 
1960-1970 
1960-1980 


(Sources: Census Bureau, L.A. Chamber of 
Commerce, Security First National Bank.) 


It was second in manufacturing, wholesale and retail 
trade and in all other classifications. No one employ- 
ment classification is dominant. Percentages of workers 
in agriculture and manufacturing are below the national 
standard with above-average proportions in various 
service classifications. The estimates of average civilian 
employment (including self-employed) in Table IJ, 
show exceptional growth since 1940 in all groups except 
mining. 


CURRENT ISSUES 


Despite numerous brokerage house reports, and mag- 
azine and newspaper articles, the savings and loan in- 
dustry as a whole is still relatively unknown to investors. 
The primary reason for this is the fact that prior to 
1959 only one savings and loan holding company was 
held publicly. Although many holding companies had 
previously been formed which owned the stock of sav- 
ings and loan associations, they were all held privately 
by either one individual or small groups of investors. 

Since March, 1959, the equities of at least 17 addi- 
tional holding companies have been publicly marketed. 
Although the aforementioned reports and articles have 
done a great deal in developing investor interest in 
these securities, most of them have concentrated almost 
exclusively on describing the past growth of the industry 
and its future potential, without answering the questions 
which have been raised about possible problems the 
industry may face. This section will attempt to cover 
some of the more important current issues which might 
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Table I-EMPLOYMENT 


A oricul ture? acs oe ee ee ee 
Mining WoL SY, Ae 
Construction: = 2-5 se. see ee ee 
WEY UGEN Abit bavege Se eee ee ce 
Utilities; Transportation) =) 2s Se 
Trade, Wholesale and Retail 
Finance, Insurance, Real Estate 

Services 22) ae ee tye Sete oe 
Government: 2.22232 eee 


Personal Income (millions) —. 


Source: Bank of America. 


have an impact on earnings, while the final section will 
present some projections of those factors influencing 
the industry’s future growth. 

The savings and loan industry is currently oper- 
ating under a provision in the Internal Revenue Code 
which provides for a tax-free transfer of earnings into a 
bad debt reserve. The applicable section of the Code 
states that the amount transferred on a tax-free basis 
shall not exceed the lesser of (1) the amount of its 
taxable income for the taxable year, computed without 
regard to this section; or (2) the amount by which 12% 
of the total withdrawable accounts at the close of each 
year exceeds the sum of its surplus, undivided profits 
and reserves at the beginning of the taxable year. 

Due to several technicalities in this law, it is difficult 
to compute an association’s tax position without more 
detailed information than is provided in a balance sheet. 
For example, advance payments from borrowers may 
be included in the base along with savings. These are 
quite often very substantial. Also, the definition of sur- 
plus, undivided profits and reserves, for tax purposes, 
does not conform to the amounts set forth in the finan- 
cial statements of individual associations under these 
titles. The Internal Revenue Code provides that sur- 
plus, undivided profits and reserves, for tax purposes, 
be computed by deducting from the total assets the 
aggregate of-the liabilities of an association and the 
amounts paid in for equity stock. The amount paid in 
for equity stock would be reflected not only in the cap- 
ital stock account but also in the paid-in or capital 
surplus account of an association. Conversely, stock 
dividends which may have been paid by an association 
from reserves or undivided profits would be reflected in 
the financial statements as capital stock or paid-in or 
capital surplus but would still be considered as surplus, 
undivided profits and reserves in the computation of the 
12% limitation. 

Several bills were introduced in Congress last year 
which would cut this allowable tax deferral below the 
12% level that now exists. All of these bills died at the 
close of the Congressional session. Early this year sev- 
eral more tax bills were introduced, most notable of 
which are the Harrison-Curtis bills. These bills provide 
for the transfer of the determination of the amount of 
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Per Cent 
1940 1950 1959 1959 
317,000 424,000 472,000 8.13% 
46,000 35,000 35,000 0.60 
128,000 289,000 364,000 6.27 
461,000 797,000 1,330,000 22.90 
197,000 314,000 369,000 6.35 
659,000 974,000 1,235,000 21.26 
124,000 174,000 256,000 4,41 
505,000 662,000 908,000 15.63 
266,000 533,000 839,000 14.45 
2,703,000 4,202,000 5,808,000 100.00% 
$5,839 $19,627 $40,783 


the bad debt allowance from Congress to the Treasury 
and the repeal of the section of the Code that provides 
for the 12% allowance. The bills were referred to the 
House Ways & Means Committee, which reviews all tax 
legislation. Representative Wilbur C. Mills, chairman 
of this committee, has announced that the hearings now 
in progress will not deal with the tax status of savings 
and loan associations until a report from the Treasury 
Department is received. The Treasury will make its 
report to Congress before June 30 and will most likely 
recommend legislation somewhat along the lines of the 
Harrison-Curtis bills. Nevertheless, there is little chance 
that any law whatsoever will be passed this year. Not 
only is the time factor relevant (Congress hopes to ad- 
journ by Labor Day at the latest), but it is doubtful that 
Congress would relinquish its prerogative to decide tax 
matters to the Treasury. 

While it is likely that some tax legislation will be 
passed during the next session of Congress, it is be- 
lieved that the new formula will not be based on the 
reserves/savings ratio. More likely, a full 52% tax will 
be applied to some small portion of net earnings. One 
possibility is a full corporate tax on 25% of earnings 
which would result in an effective tax of about 13%. 

Nevertheless, the main answer to those who are fear- 
ful of investing in the equities of these companies due 
to possible adverse tax legislation is that the growth of 
the companies will be such that adverse tax legislation 
will not slow down their earnings growth and might 
even speed it up. 

The reasons for this latter statement are as follows: 
If, for example, the ability to defer earnings, tax-free, 
to a bad debt reserve was removed completely, earnings 
in that year would be reduced by 52%. However, legis- 
lation of this type would in no way impair the holding 
company associations’ ability to attract savings as fast 
as in the past. Since the growth in earnings has tended 
to have a high degree of correlation with the growth in 
savings (see Table IJ), continued growth should not be 
affected at all. 

An interesting feature of this issue is the fact that the 
associations owned by the holding companies would 
probably be in a better competitive position with regard 
to other savings and loan associations in California. 
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One close observer of the industry has pointed out that 
if we assume that the present rate of savings growth 
continues, but that associations could only build up 
reserves at half the present rate (as a result of full tax 
liability), within seven years the surplus and reserves 
in aggregate of the California associations would be 
reduced to the legal minimum in relation to savings, 
with many companies reaching this minimum more 
quickly. 

In other words, since, under California law, associa- 
tions may not accept new savings when total deposits 
exceed 20 times the total of capital stock, surplus and 
reserves, many mutual associations would literally have 
to close their doors and stop accepting new savings. 
However, since the holding companies are in a position 
to raise new capital from the public, they can add to 
the reserves of their associations and bring the reserves 
to savings ratio above 5%. This would place the hold- 
ing company associations in a favorable competitive 
position vis-a-vis other associations which could not 
accept new savings. 


If a company can earn 6% on new money received 
from a common stock offering, there will be no dilution 
of per share earnings as long as the market price of the 
stock is at least 16.6 times earnings. Since these two 
conditions prevail in most of the holding companies, 
new offerings would be possible without any dilution. 
If the price-earnings ratio were above 16.6 times, earn- 
ings per share would actually be increased by a new 
stock offering. 

Thus, while a repeal of the current tax deferral pro- 
vision would not hurt the growth of the holding com- 
panies, it is one of the more important reasons why it is 
doubtful that Congress will impose any serious tax lia- 
bility on the industry. There are two other good reasons 
for this belief: 


(1) The savings and loan industry is the largest 
lender of funds for home mortgages, providing 42% of 
all institutional home financing in 1960. A study by the 
U. S. Savings & Loan League shows that the industry 
provided $53 billion in mortgage loans during a recent 
five-year period. The survey estimates that the industry 
would have been able to provide only about $30 billion 
had it not had the benefit of the tax deferral mentioned 
above. It seems improbable, in view of the political 
preoccupation with future housing requirements, that 
Congress would pass legislation which would reduce the 
available funds from the largest single source of home 
financing. 

(2) Approximately 94% of the assets of the savings 
and loan industry are found in associations insured by 
the Federal Savings & Loan Insurance Corporation. The 
F.S.L.I.C. is vitally interested in seeing that the asso- 
ciations themselves accumulate as much reserve protec- 
tion as possible. It was this factor which was primarily 
responsible for the original enactment of the 12% bad 
debt reserve. The necessity for keeping as large a con- 
tingency reserve as possible has not diminished since 
the enactment of the tax law and this governmental 
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agency should be on the side of the associations when 
the tax question is raised in Congressional hearings. The 
following statement made last year by a member of the 
Federal Home Loan Bank Board (the trustees of the 
F.S.L.I.C.) points out this fact: “... it should be rec- 
ognized that the first bulwark of strength consists of the 
direct safeguards established by the insured member 
institutions themselves . . . [who] have accumulated a 
fund of more than $4 billion.” 

Finally, even if a full corporate tax liability were im- 
posed upon the industry, a doubling of the current 
average price-earnings multiple of about 14x would 
still be relatively far below comparable companies ex- 
periencing similar growth in earnings. 


Other Regulatory Aspects 


On September 23 of last year the President signed 
into law a bill making permanent a ban against further 
acquisition of savings and loan associations by existing 
holding companies. In essence, the law states that it 
shall be unlawful for any company (1) to acquire the 
control of more than one insured association; or (2) to 
acquire the control of an insured association when it 
holds the control of any other insured association. Con- 
trol is defined as owning, controlling, or having the 
power to vote more than 10% of the stock of an 
association. 

Not only can the holding companies expand into 
allied fields, but the associations they currently own are 
permitted to open new branches. State chartered asso- 
ciations in California are required to obtain permission 
from the Savings and Loan Commissioner of the State 
before opening a new branch. In 1959 approximately 
19% of the applications made to the Commissioner for 
branch offices were approved. 

There are over 20 bills now being considered by the 
legislature in California which concern the industry, and 
there are numerous other laws and regulations in exis- 
tence which are currently governing their operations. 
Since most of them are not of crucial importance to 
earnings they will not be discussed here. However, 
there was a change in one federal regulation earlier this 
year which may directly affect earnings, and, therefore, 
will be discussed briefly. 

In February of this year the Federal Home Loan 
Bank Board (the industry’s regulatory body), intro- 
duced four new measures which, they said, would 
Se . materially increase the availability of housing 
credit . . . . to the American public.” To the extent 
this purpose is achieved, all of the associations affiliated 
with the holding companies would benefit from a rise in 
housing starts. One measure in particular could have 
a direct bearing on their earnings this year. It raised, 
from 1212 % of savings to 15%, the amount a savings 
and loan association could borrow from the Federal 
Home Loan Banks for mortgage expansion or seasonal 
needs. During June this ratio was increased to 1742%. 
Since the current rates charged by the F.H.L.B. to sav- 
ings and loan associations in the district that includes 
California are 342% for loans up to two and one-half 
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Table I—STATISTICAL DATA—FIF 


First First Gres 
California Empire Financial Charter Financial Gibraltar Weste 
Financial Financial(1) Federation Hinancial of the West fPinancial inane 
° : ast. OL 1.30 $4.75 $2.55 $1.30 $2.45 $3.20 
Woe ar epee it 181 3:95(3) “2.0 1117 "300 318s 
1959 1.76 71(3) 3.40(3 1.59 .85(3) 1.50 2.07 
1955 .50 =A OF .98 51S 42 .60 -76 
iv . 
a a al a foeecet Est. 15.1% 28.7% 20.3% 26.9% 11.1% 22.5% 26.54 
1959-60 35.8 42,3 16.2 26.4 37.6 33.3 22,2 
1955-60 36.6 a 32.1 22.4 22.8 27.2 27.8 
: Pri 47 al 85 48 17 38 48 
aot ee ae LO 20.8x 21.5x 23.9x 14.5x 19.0x 19.0x 
Price x Est. 1961 Earns. Lex 16.2x Lox 18. 8x 13.1x 15.5x 15.0x 
: 1 to dat 49-22 25-10 97-54 55-29 23-10 43.03 53-32 
Baar rer creek eas 23-13 li: 7 57-26 30-14 10- 6 al-12 33-17 
1960 (000 $5,758 $1,897 $22,795 $46, 774° $3, 782 $8, 356 $51, 28 
Noe namics noes foe 1,694 626 5,818 12,990 835 2,051 12,08 
% of 1960 d 
BEES JS nes 29.4 33.0% 25.5% 27.8% 22.1% 2h. 5% 23.64 
Ret : | 
pias Waaiee oon 6.2% 7.0% 6.6% 6.4, 6.5% 6.6% 64g 
Avge. Rate of Return on Loans “ 
eae During 1st Qtr, 1961 7.0% N.A, 7.0% 7.0% 6.8% 6.9% 6.7% 
% setonLo , : ‘ 
. Oe 12/31/60 a 7: 3.7% N.A. 1.9% 1.8% 0.6% 1.5% 1.2% 
% d Sves. for T a 
: eae 12/31/60 9.3% Th Te 7.5% 11.0% 8.1% 7.3% 8.7% 
No. of Shs. Outstg.(9) (000) 74 622 1,495 6,534 715 1,025 4,78 
Potential paste eran 13% 9% eu Ae - 5% 14% 
EVAR aan $81, 340 $25,395 $344,171 $769,054 $55, 466 $127,954 $780, 44h 
12/31/59 62,289 18,633 Aen als 597,914 44 O79 100, 580 660,77 
12/31/55 30, 383 731 81,470 206,145 24,790 31,887 245, 7m 
% : 
pea tn ngecean 30.6% 36.3% 26.1 28,615 25.8% 27.29 18.14 
1955-60 21.7 = 33.4 30.1 17.5 32.0 26.0 
D % of 
SIE ae aks 2.4 2.8 1.9 1.9 ty 1.8 1.7 
Loans Outstg. (000): i P i . 
n) 72,558 $21,241(12 $286, 608 $666,748 $48,816 $113,590  $684,19 
aeauiee a ey 13, 881(12 220, 382 509, 707 38, 668 87,53 568, 07! 
12/31/55 23,477 568(12 68,148 Lf OLe 22,028 28,589 211,77 
% : ; 
Fea ae 1959-60 33.2% 53.0% 30.1% 30.87 26.27 29.9% 20.4% 
1955-60 25.3 - 3322 30.3 17.2 31. 26.5 
¢, 
ee ea 2.7 3.6 2.3 2.2 1.9 2.0 1.9 
Savings (000): i : 
66,268 $20,059 $275,690 $587, 530 $46,055 $105,676 $619,6 
Sens ee ae 212,142 457,014 38,835 : 83, 390 508,7 
12/31/55 23,608 447 66,958 164, 309 21,786 26,049  200,6 
' % Gain: : 
EH ae sk 41950-60 35.8% 38.2% 30.0% 28.6% 18.6% 26.7% 21.8% 
1955-60 23.4 - BOT 29.0 ese 32.4 25.3 
“ee Ns 2.9 3.6 2.4 2.5 2.0 2.2 2.1 
Federal H 
arcane 12/31/60 *(000) $ 2,816 $ 566 $ 12,434 $ 60,223 $ 3,446 $ 8,786 $ 57,06 
Advances as % of Savings(13) 4 255 2.8% 45% 10.3% 7.5% 8.3% 9.2% 


(1) The year ending 12/31/55 was the first year of 
operation, thus, the growth rate of over 8,000% is not 
really significant. 

(2) Adjusted for all stock dividends through 6/1/61. 

(8) On the average number of shares. 

(4) Based on shares currently outstanding and on the 
pro forma earningss of all the company’s associations. For 
1959 and 1960, interest costs of $90,000 and $60,000 were 
added back to earnings of $3,816,203 and $3,121,024, re- 
spectively. 

(5) Based on shares currently outstanding and includ- 
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ing the full year’s earnings for two associations purchased 
for cash during the year. 

(6) Pro forma including all associations currently 
owned by the fifteen holding companies. Based on total 
net earnings before appropriations to general reserves and 
after minority interest and federal income taxes. This 
figure was $39,884,000 in 1959 and $17,596,000 in 1955. 

(7) The average dividend rate on savings was 4.03%. 

(8) All ratios and per cent figures are derived from 
totals of the fifteen holding companies except where totals 
were not available. Therefore, the following figures have 
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SAVINGS AND LOAN HOLDING COMPANIES 


Hawthorne Lytton Midwestern San Diego ‘Trans-Coast Trans-World United , Bo a pet 
Financial Financial Financial Imperial Investment finance! al Winanoial incneet Ave razeete) 
$1.15 $1.55(11) $2.10 $ .75 $1.75 $1 : 
3 ‘ Ml. 635 2.60 32 
Se 12663) ce Sane art () 88 2.06(3) oe 
37 125 NvA, ‘20 113 ate) "3 ies 
32.2% 23.0% 43,805 25.0% 27.7% % 26.2 9 
“ine 21-8 1000 -21:1 ay eae entae a 28.7% 
18.7 38.2 NuA. 24.6 26.1 17.6 39.4 22/2 ate 
15 25 39 13 ok 22 8 he 
17.2x 19.8x 26.7x OvaTx ily past 25.0x 1B. 4x 16.2 
13.0x 16.1x 18. 6x 17.3x 15.5x 16. 3x 14.6x 1219x 15.95 
17- 7 30-14 47-10 14- 7 27-12 25-10 44-18 46-21 
10- 6 16- 9 HS AS 10287, 14-10 10- 6 21-14 28-17 
$2,035 $7,515 $3,606 $23, 087 $8,969 6,882 $8, 76 
’ I~ ~ , ’ ,’ ’ ? 9 alae 8 
514 1,302 898 2,944(10) “2” 200 ce 2,727 een Eee 
25.3% 17.3% 2h, 99 12. 89 24.5% 18.1% 31.1% 29.5% 24.1% 
6.39 6.8% 6.496 5.855(7) 6.5% 6. 6% 22% 6.2% 6.4 
7.0% N.A 6.6% 6.6% N.A 7.3% 6.7% -5% 6.8% 
0.14 0.7% 0.7% 1.3% 1.0% 1.1% 0.9% 0.3% 1.2% 
10.2% BAS 7.2% 7.0% 8.995 7.5% 10.6% 11.5% 8.5% 
593 1,235 654 5,278 1,6 1,411 1,4 
1% 6% ro 2085 Ae 6% ey eae 23.188 
$30,591 $113,475 $52,698 $405,682 $138, 703 $99,979 $125, 20 171 
28, 393 72,068 39,799 372,066 118,977 1,767 103,81 eters Bee 
11,014 25,341 11,778 189,930 41, 667 39,935 38,903 70, 346 13049, 954 
7.1% 57.5% 32. Yes 9.0% 16.6% 22.3% 20.6% 13.0% 1 
22.6 35.0 35.0 16.4 27.2 20.2 26.3 19:5 ane 
ahr) ewe 1.9 0.8(10) ey, 1.4 2.4 Darl ef 
$27,590 $93, 764 $41,380 $354,244 $120, 082 $82, 75) $96,649(12) $155,3 
, PIQs , PIT, ’ p »f2 ’ 5 ’ 54 12 2,865, 58 
25,450 58,932 29,816 309,184 105,213 67,13 To, 100 "133/181 12 aera 
9,640 20, 488 7,836 164,634 33,165 33, 874 33,898(12 64,178(12 899,914 
8.4 59.1% 38.8% 14.6% 14.1% 23.6% 26.9% 16.7% % 
23.4 35.6 39.4 16.6 29.4 19.6 23.3, 19k ett: 
1.9 Uy 2.5 0.9(10) 2.0 ey Bee 2.4 2.0 
$24,262 $89,248 $36,350 $350,954 $114,669 $80,795 $8 $ 
* S ’ 992 VIIV:s FO > . ’ byete $l Ke 2,6 ’ 
22,7289 56,603 27,728 311.254 "1007455 65, 498 we: Tae eee vasGa ee 
E48 21,263 8,185 155,917 33, 682 32,399 33; 125 56, 322 853,289 
6.7% 57.7% 31.1% 12.86% 14.1% 23.4% * 17.3% 14 % 
23.2 33.2 34.7 17.6 27.8 20.0. 20.8 pe ee 
2.2 1.8 2.8 0.9(10) 2.0 aly, 3.5 2.7 222 
$ 2,404 $ 6,093 $3,449 $ 11,430 $ 6,379 $ 6,071 $ 7,579 $ 9,105 $ 197,848 
9.9% 6.89% 9.5% 3.3% 5.6% 7.5% 8.9% 6.7% 7.5% 


been calculated as an average of the fifteen ratios: Price- 
earnings ratios, average rate of return on loans, % delin- 
quencies and foreclosures to loans outstanding, and % re- 
serves to savings for tax purposes. 

(9) As of 6/1/61. 

(10) In determining net earnings as a per cent of gross 
income, reported earnings are used. In determining net 
earnings as a per cent of average assets, loans and say- 
ings, pro forma earnings of $3,121,024 are used. 

(11) Based on the expected average number of shares 
to be outstanding during the year. 


July-August 1961 


(12) Real estate loans only. 

(18) Advances are permitted to total 174% of savings 
deposits for the purpose of mortgage expansion and 
liquidity. 

(14) Figures are derived by dividing the total number 
of shares representing an addition to those already out- 
standing by the number currently outstanding. Possible 
dilution can result from the exercise of options, conversion 
of debentures, or exercise of warrants. 


N.A. Not available. 
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years and 4% for loans from two and one-half years to 
five years, additional capital at a price lower than the 
current rate paid on savings (442%) has been made 
available for new mortgage loans. 


Some observers of the industry have become appre- 
hensive about “Eastern money” (life insurance com- 
panies, commercial banks and mutual savings banks) 
moving into California to take advantage of the rela- 
tively higher yields on home mortgages. These institu- 
tions are already making loans in California and have 
been doing so for many years — with no detrimental 
effect on the growth of the California savings and loan 
associations. Based upon dollar volume, savings and 
loan associations accounted for 43%; insurance com- 
panies 3.9%; commercial banks 11.9%; individuals 
23.6%; and others 17.6% of new mortgages ($20,000 
or less) issued in California last year. The question to 
consider: Will institutional lenders (other than savings 
and loan associations) start transferring a larger portion 
of their available funds to California for the purpose of 
buying home mortgages? The answer to this question 
is primarily to be found in the word “available.” Two 
fundamental reasons these institutions would not appear 
to constitute a threat to the savings and loan associa- 
tions in California is their absolute availability of funds 
and the availability of funds for any specific area (port- 
folio diversification ). 


To begin with, insurance companies follow a policy 
of diversification. Mortgages were 34.5% of the total 
assets of United States life insurance companies in 
1959. Of the total mortgages, California mortgages 
represented 12.9% (the largest per cent of any state), 
down from 13.1% in 1958. Despite the fact that it 
might be possible to get higher interest rates on loans 
in a certain area, it would not be practical for them to 
overload their portfolios with mortgages in one state. 
Furthermore, the majority of life insurance companies 
obtain their loans through correspondents. In most 
cases these relationships have existed for a long period 
of time and will continue to exist in the future. 


Therefore, since obligations currently exist to provide 
correspondents in many states with new funds, it is not 
realistic for a life insurance company to radically reduce 
the availability of funds to their historical correspon- 
dents. Those companies that operate through branch 
offices to service and/or acquire mortgages do not have 
this problem to as great an extent, but even they try to 
observe a reasonable geographic distribution. Finally, 


the large insurance companies are interested primarily 
in commercial mortgages while savings and loan asso- 
ciations in California concern themselves predominantly 
with residential mortgages. 


As for commercial banks, by their very nature they 
are essentially lenders against short term obligations, 
not 20-year home mortgages. Although they do make 
some short term construction loans in California, they 
find it difficult to compete with savings and loan asso- 
ciations which can provide a complete financing pack- 
age to builders; they provide money to buy land, build 
homes and then assume the mortgage of the eventual 
home owner. In addition, it might be noted that 
whereas savings and loan associations in California in 
1959 had 84.3% of their mortgage portfolio in con- 
ventional loans and 15.7% in government insured 
loans, the similar breakdown for mortgages held by 
commercial banks on California property was 36.3% 
conventional and 63.7% government insured. The 
commercial banks differ materially in their emphasis 
and are primarily interested in government insured 
mortgages. 

It should also be noted that commercial banks in 
California, as in the rest of the nation, are having 
trouble getting deposits. During the 1954-59 period, 
when California insured savings and loan associations 
increased their deposits 116.8%, the deposits of Cali- 
fornia commercial banks (demand and time, reporting 
member banks) rose only 5.1%. 


Mutual savings banks are located primarily on the 
Eastern Seaboard (none in California) and have made 
no mortgage loans under $20,000 in California during 
the past 10 years—although many have bought partici- 
pations in loans originated by savings and loan associa- 
tions in California. 


Not only do the above facts tend to dispel fears of 
“Eastern” competition, but there is one further fact 
which answers a great many of the questions regarding 
competition from commercial banks and other sources 
of mortgage money in California itself. Savings and 
loan associations have a single economic function, viz., 
making mortgage loans to contractors who build homes 
and to the public who buys them. They are specialized 
institutions which are not detracted from their purpose 
by other functions. They are able to give commitments 
on a mortgage loan in several days while other institu- 
tions sometimes take a week or two. They are experts 
in knowing the value of property, where to build and 


Table III 
Non-Farm Mortgage Recordings of $20,000 or Less by Type of Lender in California* 


Savings & Loan 


Total Associations Insurance Companies Commercial Banks Others 
(millions) 
L960 eee $5,987 $2,573 (43.0%) $282 ( 3.9%) $ 714 (11.9%) $2,468 (41.2%) 
LO5 9s oe 6,613 2,641 (39.9%) 260 ( 3.9%) 1,446 (21.9%) 2,265 (34.3%) 
1958 See 045 1,775 (85.2%) 288 ( 5.3%) 1,214 (24.0%) 1,788 (35.5%) 
195 0a Soe 666 (27.8%) 345 (14.4%) 653 (27.3%) 728 (30.5%) 


*These mortgages comprised about 87% of all mortgage recordings in 1959. 


Source: Federal Home Loan Bank Board. 
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Table Iv 
Mortgage Debt on Non-Farm Homes at Year End 


1960 1959 1950 1940 

Amount in Jo of Amount in % of Amount in Jo of Amount in Jo of 

Billions Total Billions Total Billions Total Billions Total 

Savings & Loan Associations $ 55.9 389% $ 49.5 388% $13.1 29% £5. BH) 23% 
Mutual Savings Banks ___---. 18.4 13 16.9 13 4.3 9 Zn 12 
Commercials Banks ee 19.2 14 19.2 14 9.5 21 2.4 14 
Life Insurance Companies 25.1 18 23.6 18 8.5 19 1.8 10 
BederaltA cencies 2. eese a eee 5.5 4 6.3 5 1.3 3 0.2 1 
Individuals and Others)... ae 17.7 12 15.3 12 8.5 19 7.0 40 

TOGA See ee ea ae oe $141.8 100% $130.8 100% $45.2 100% $17.4 100% 


Source: Federal Home Loan Bank Board. Note: 


where not to build, what the public tastes are in housing 
design, what areas are overbuilt and which will be the 
boom areas of tomorrow, etc. In short, they are geared 
to making loans and attracting the savings necessary to 
make them. 

The figures in Table III bear out this fact and show 
that the proportion of loans made by institutions other 
than savings and loan associations in California has 
diminished. 

One final matter to be remembered in this connection 
is the fact that many of the mortgage loans currently 
held by institutions other than savings and loan asso- 
ciations were originated by associations in California. 
Through the use of loan participations, the associations 
are able to sell mortgages to Eastern institutions while 
retaining the servicing on the loans. The average par- 
ticipation is currently providing a gross return of .5%- 
.6% to the originating association. If servicing is re- 
tained, expenses will average about .2%. Therefore, 
they will have a net return of .3%-.4% on the principal 
value of the loans sold. Thus, California associations 
are making money on part of the California mortgages 
currently held by other institutions. 


Relationship of Housing Starts 
To Mortgage Loans 


Despite a sharp drop in private non-farm housing 
starts last year, mortgage loans outstanding increased 
13.7% for all insured savings and loan associations in 
the United States, 19.9% for all insured associations in 
California and 24.7% for the associations affiliated with 
the 15 holding companies. This latter figure compares 
with a compounded annual rate of 26.1% during the 
1955-60 period. 

The reasons for the increase in mortgage loans de- 
spite the 18.5% decline in new housing starts are 
numerous. Some of the more evident ones are: loans 
made on the purchase of old homes, loans made for 
the purpose of home improvement and loans made on 
those new homes which were built and sold. Another 
reason is the use of mortgage loan funds for purposes 
completely unrelated to housing. As of the 1959 year 
end there were approximately 46,243,000 one to four- 
family homes in the United States. Of these, 59.2% 
were unencumbered by any mortgage; the remaining 
40.8% had an average debt per unit of $6,952. This 
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1960 figures preliminary. 


existing housing stock represents billions of dollars 
which can be drawn upon by home owners who wish 
to borrow money. The money might be desired for a 
new car, appliances, college tuition fees, or even a 
vacation. 

In many cases, a borrower can use the paid-up equity 
in his house to obtain a mortgage loan at a lower in- 
terest rate than could be had if he were to purchase 
goods on an installment loan or obtain a personal loan 
from a bank. To use an extreme example, in a year in 
which there were no new housing starts at all, new 
mortgage loans made could still conceivably amount to 
a substantial figure. 

The final, and probably most important reason, is the 
fact that savings and loan associations are making a 
larger percentage of the new mortgage loans obtained 
each year. Thus, even if the number of housing starts 
decline, savings and loan associations can still show an 
increase in new mortgage loans made. Table IV above 
shows the amount of mortgage debt outstanding on 
nonfarm homes, and the growth in the share held by 
savings and loan associations. 

The above points are further borne out in Table V 
which shows the remoteness in correlation between 
national (and even key California metropolitan areas) 
housing starts and the amount of mortgages made by 
savings and loan associations in California. 


Yields on Mortgage Loans and Dividend Rates 


Early this year there was a slight downward trend in 
yields on new mortgage loans in California. This was 
brought about by a large net increase in savings and a 
slight drop in mortgage loan demand. In addition, the 
Secretary of the Treasury met with several leaders of 
the savings and loan industry in California and dis- 
cussed the possibility of a reduction in rates in an at- 
tempt to speed up residential construction. Rates have 
firmed somewhat since the first quarter of this year and 
they will probably begin to rise by the fourth quarter. 
Nevertheless, the publicity given the fall in mortgage 
yields caused many investors to question the earnings 
outlook for the industry this year. 

Even if rates remained at today’s level, the earnings 
outlook would not be adversely affected this year. 
Yields on new loans averaged 6.8% plus fees, for 15 
Western holding companies during the first quarter. 


od 


Table V 


Number of New 


Pvt. Housing Starts 
(based on old housing series) 


Mortgages 
Made by Insured 
S & L Assoe. in Cal. 


(000) (millions) 
National Major Calif. Metro. Areas 

Yo \ncrease % \ncrease % \ncrease 
1959 1,343 17.6% 203 17.9% $2,970 46.4% 
1958 1,142 15.0 173 13.6 2,028 14.7 
1957 993 — 9.2 152 — 5.7 1,767 12.4 
1956 1,094 —16.5 161 —16.6 1,572 a? 
1955 1,310 9.0 193 9.8 1,575 30.7 
1954 1,202 12.5 176 14.6 1,205 22.6 
ODS ae 1,068 ie5 154 6.8 983 10.4 
LOS 22-5 pee eee see 1,069 4.7 144 17.9 890 34.0 
1951 1,020 — 24.6 122 —29.3 664 — 6.5 
OS Os ee ere eran 1,352 173 710 


Per cent increases are derived from figures before rounding. 


Source: 


The return on the loan portfolios of these companies 
is currently averaging about 642%, and their current 
dividend rate to savers is 442%. In light of these facts, 
assume that rates stay at their current level or drop 
slightly. As long as loans could be made at or above 
612 %, there would be no effect on the average yield of 
the current portfolio or the historical 2% spread be- 
tween the cost of money and interest charged. 

What would happen if interest rates dropped below 
6’2% for any length of time? A drop in rates of this 
significance would presuppose a tremendous drop in 
mortgage demand. In such an environment, associa- 
tions would not need to attract savings at as fast a rate 
as they have been recently. Therefore, it is logical to 
expect that the associations will lower the rate they pay 
to savers to 444% or 4%. This would have the effect 
of lowering the dividends paid to all savers while only 
new loans were being made at a lower rate. The loans 
currently held in portfolios would continue to yield 
612%. 

Preliminary figures indicate that mortgage payments 
during 1960 to all insured California savings and loan 
associations were equal to about 19% of mortgages 
outstanding at the 1959 year end. The reinvestment of 
the money from these repayments along with net new 
savings resulted in a portfolio at December 31, 1960 in 
which 32.6% of the mortgage loans were made during 
the prior twelve months. 

Therefore, during a year in which rates averaged 
under 642 %, savers would be paid 414 % or 4%, new 
loans would average 6%-612%, and 67.4% of the 
portfolio at the beginning of the next year would con- 
tinue to average 612%. 


Effect of a Dividend Rate Cut 


Many investors have looked at the large spread be- 
tween the dividends paid on savings by associations and 
commercial banks and wondered whether a fall in the 
associations’ rate or an increase in the bank rate would 
lead to a sharp decline in the flow of savings into the 
associations. Although it is true that the spread between 
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California Savings & Loan League Fact Book—1960. 


these two rates has been largely responsible for the 
growth of savings and loan associations, I think that 
these fears are largely unfounded. 

During the past 30 years, the spread has ranged be- 
tween zero and 2% in favor of the associations. Except 
for the depression years, the smallest difference has 
been during the past few years. Table VI shows the 
savings inflow and the dividend rates paid by associa- 
tions and commercial banks during the 1950-59 period. 

It is evident that while the range was being reduced 
during the 1953-57 period, the savings inflow into 
associations was not affected whatsoever. In fact, in 
four of the five years, the inflow into associations was 
greater than into banks. In every year their percentage 
gain was greater. 

Although all of last year’s figures are not available at 
the present time, it is likely that the spread widened to 
about 142% in 1960. The data in the Savings Inflow 
table seems to indicate that associations could reduce 
their rates by %4%-¥%2% without any adverse effects 
on their rate of savings growth. 

In this connection it might be of interest to note that 
some of our nation’s largest commercial banks are op- 
posed to a repeal of Regulation Q, which sets their 
maximum rate on savings deposits at 3%. Most com- 
mercial banks would like to pay more on foreign time 
deposits, but they are not particularly interested in pay- 
ing more on domestic savings deposits. They would, of 
course, like to increase their savings deposits but are 
aware that the profits on the small increase in savings 
they might attain if they were to raise their rate to 
344% or higher would be far offset by the extra ex- 
pense. They would be making additional profits on the 
new savings only, but would have to pay the extra 2% 
or more on all their savings. The fact that the average 
rate paid by all commercial banks in 1959 was only 
2.4%, when they were permitted by law to pay 3%, 
seems to indicate that there will be no strong pressure 
on the Federal Reserve Board to lift Regulation Q. 

Some investors may be apprehensive regarding the 
possibility that high interest rates reflect the assumption 
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Table VI 


Savings Inflow and Dividend Rates for S & L Associations 
and Commercial Banks: 1950-1959 


Savings & Loan Associations 


Commercial Banks 


Average Average Change Sale 
Dividend Change in % Change in Dividend in Savings % Change in Com’! Bk 

Rate (1) Savings Deposits Savings Deposits Rate (1) Deposits (2) Savings Deposits Div. Rates 

(Billions $) (Billions $) 

2.5% +1.5 +12.0% 0.9% +0.1 + 0.8% 1.6% 
2.6 +2.1 +15.0 1.1 +1.4 + 4.0 1.5 
PA +3.2 +19.3 ital +2.7 + 7.4 1.6 
2.8 +3.6 +18.8 ipa +2.7 + 6.9 ilar 
29) +4.5 +19.7 1.3 +2.7 + 6.4 1.6 
Posy) +4.9 +17.9 1.4 +1.6 + 3.6 1.5 
3.0 +4.9 +15.2 1.6 +2.2 + 4.8 1.4 
3.3 +3.2 +12.9 ll +5.2 +10.7 ty 
3.5 +6.1 +14.6 22 +6.3 +11.7 1.3 
3.7 +6.7 +14.0 2.4 +2.7 + 4.5 1.3 


Source: Savings and Loan Fact Book—1960. 


(1) Effective rate of dividends, i.e., dividends distributed relative to average 


savings capital. 


(2) Time deposits of individuals, partnerships and corporations. 


of poor mortgage risks on the part of associations. 
Actually, it is not the case that in order to get 7% or 
more on a home mortgage an association has to accept 
“risky” deals. The demand for mortgages has been 
great enough so that most holding company associations 
were recently making commitments on only one out of 
every seven to ten propositions offered them, and even- 
tually granting loans on one out of every three or four 
commitments. Thus, they have been quite selective in 
their lending policy. 

Except for a relatively small amount of loans made 
on savings accounts, most of the loans made by Cali- 
fornia savings and loan associations are secured by first 
mortgages or trust deeds on residential real property. 
Specific limitations are set forth in the California Finan- 
cial Code regulating the amount of a loan as compared 
to the appraised value of the property. In the case of a 
monthly amortized loan on improved real property, 
consisting principally of a one to four-family dwelling, 
the loan may not exceed 80% of appraised valuation 
for the first $15,000 and 70% of the amount in excess 
of $15,000. (except on government insured loans). This 
provision in the California Code was recently amended, 
increasing the $15,000 limitation to $40,000; and the 
amendment will go into effect on September 17, 1961. 
On multiple dwelling units the allowable loan limit is 
70% of the appraised valuation. Appraisals are usually 
below market price and spot appraisals are constantly 
made by the California Savings and Loan Commission- 
er’s Office. 

Approximately 45% of all the mortgage loans made 
by California savings and loan associations are made to 
contractors to finance the construction of homes. These 
are usually short term loans which are paid off in about 
nine months when the homes are completed and sold. 
There are regulations regarding this type of loan which 
are somewhat similar to those mentioned above. Since 
funds are released to the builder only as construction 
progresses, the degree of risk involved is relatively low. 
It is true that several areas have become overbuilt in 
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the past with the consequent problem that homes in 
such areas take a somewhat longer period of time to 
sell. However, since an association is permitted to make 
loans only in a 50-mile radius from its home office (ex- 
cept those associations which operated under a state 
charter prior to 1934, which may continue to make 
loans in all those territories they served prior to the 
enactment of the Federal Home Loan Bank Act in that 
year, regardless of the 50-mile limit), management is 
usually well acquainted with the area it serves and this 
type of situation doesn’t occur often. 

Although there are no published statistics available 
for the holding company associations, I have asked the 
management of each holding company for an estimate 
of its average loan to appraisal ratio. The average for 
all the companies was somewhat below 70%. This fact, 
along with other sound management practices, has led 
to an excellent record with regard to delinquencies and 
foreclosures. As of Dec. 31, 1960, their delinquencies 
over 90 days and foreclosures (in dollars of unpaid 
principal) averaged only 1.2% of loans outstanding. 
Due to the fact that there is at least a 20% equity ina 
property when it is originally mortgaged, associations 
are almost. always able to sell a foreclosed property at 
a price which will cover the total amount of the unpaid 
loan balance. In many cases, a profit is made on the 
foreclosure sale. 

Table VII shows figures for all California state 
chartered associations for the years 1956-59. 


(Continued on next page) 


Table VII 
Loan to Loan to Appraisal to 
Appraised Value Sales Price Sales Price 
1O5Gap = ss 69.1% 58.7% 85.0% 
1957 te ee 70.1 59.9 85.5 
Ob eee 67.9 60.9 89.7 
1959 eee 69.9 65.4 93.5 


Sources: Annual Report of the Savings and Loan 
Commissioner, State of California, 1956-1959; and 
speech of Hon. Frank J. Mackin, “Mortgage Lending 
Practices,” February, 1960. 
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Savings deposits in all California savings and loan 
associations totaled $1,165 million at the end of 1950 
and grew to $8,950 million by the end of 1960, a 
668.2% increase. The industry’s growth record has 
created unusual difficulties in the development of good 
middle level management personnel. 


Despite this problem for the industry as a whole, the 
associations owned by the publicly marketed holding 
companies have managed to make a good start in 
remedying this situation. Although personnel is scarce, 
the holding companies have certain attractive features 
to offer the good personnel that is available. Probably 
the most important of these inducements are stock 
options, which mutual associations are not able to pro- 
vide for their executives. 


In general, the top management of publicly held 
holding companies is far above average in ability and 
aggressiveness. Almost all of them have achieved out- 
standing business success and their associations have 
outperformed the industry as a whole. The lure of 
working with a management motivated by profits and 
characterized by aggressiveness is not to be discounted 
in importance. 


Several of the holding companies have started train- 
ing programs both at lower and middle levels of man- 
agement. Having the ability to move promising per- 
sonnel into higher positions from one controlled asso- 
ciation to another if an opening develops, the programs 
should start showing results in the near future and are 
an additional factor in attracting younger persons who 
show promise. 


The directors of a holding company are usually com- 
posed of the top management of the holding company; 
the managing officer of the savings and loan association 
subsidiaries; and some outside directors, usually part- 
ners of investment banking firms. These men set the 
overall policy for the associations. However, in many 
instances, the boards of the associations include many 
prominent men in the local community. Although these 
men are required to follow the general policy prescribed 
by the holding companies and receive a lot of help from 
them, the local directors are usually given authority to 
run their own association in accordance with local con- 
ditions. Since they are familiar with the people the 
association deals with, and the surrounding area, they 
are helpful to management in deciding which people are 
good risks and which areas are more likely to be profit- 
able than others. 


PROJECTIONS 


The preceding sections of this report have primarily 
been an analysis of industry characteristics and the area 
in which the holding companies operate. This final sec- 
tion will set up a framework which can be used by 
Financial Analysts and investors alike in making invest- 
ment decisions. 


During the past decade non-farm mortgage debt has 
increased a little over $96 billion. As of the 1950 year 
end 53.4% of American families owned their own 
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home; on December 31, 1959, the proportion had in- 
creased to 61%. 

The next decade should see continued growth in both 
these areas. Although an increase in the proportion of 
families owning their own home during the coming 
decade is relevant in determining future holding com- 
pany earnings, the increase in mortgage debt outstand- 
ing should prove to be an even better indicator. 


Three studies have recently been made in an attempt 
to estimate what this increase will be. The best known 
of these studies, made by the School of Business of 
Indiana University and authorized by the U. S. Savings 
& Loan League, estimates an expansion of $153 billion. 
Professor J. C. T. Mao of the University of Michigan 
foresees a rise of $152 billion. The third figure of $160 
billion was estimated by the Subcommittee on Housing 
of the Senate Committee on Banking & Currency. 

Assuming an average figure of $155 billion as the 
total increase in residential mortgage debt during the 
next 10 years, we are in a position to construct a model 
(Table VIII) for estimating the growth of the total 
mortgage portfolios of the California holding company 
associations. 

Savings and loan associations have increased their 
share of residential mortgage debt outstanding from 
29% in 1950 to 34% in 1955 and to 39.4% in 1960. 
During each five-year period the increase amounted to 
approximately 5%. In addition to the reasons hereto- 
fore mentioned for this increase, the growing demands 
for capital which will be made upon commercial banks 
and insurance companies by industrial firms during the 
next decade make it doubtful that this trend will be 
changed in the future. I am, therefore, estimating that 
this proportion will rise to at least 46% in 1970. This 
produces a figure of $136.5 billion. 

The next step in the construction of our model is to 
increase the amount of residential mortgage debt held 
by all savings and loan associations by the amount of 
other mortgage loans in order to obtain a figure repre- 
senting total mortgage loans held. Although savings 
and loan associations have a smail amount of farm 
mortgages and miscellaneous commercial mortgages, 
the bulk of the difference represents loans made on 
apartment houses. Total mortgages were 4.6% greater 
than mortgages held on one to four-family dwellings in 
1950, 4.5% more in 1955 and 7.5% greater last year. 

The size of the age groups, 18-24 and 65 and over, 
will be increasing at a faster rate over the next ten years 
than they have during the past decade. Since family 
heads in these age groups are prone to rent, rather than 
purchase homes, it is expected that apartment house 
construction will comprise a larger portion of total 
housing starts during the coming years than they have 
in the past. 

A Federal Reserve Board study made in 1959 shows 
that in households where the head of the family is in the 
18-24 year-old age group, only 16% own homes. This 
compares to 42% for the 25-34 age group; 63% for 
the 35-44 age group; 64% for the 45-54 age group; 
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Table VIII—MORTGAGE DEBT OUTSTANDING 


Resid. Mort. Portion Held 
Debt Outstd. by S & L Assoc. 
Year End: (billions) 
1950 $ 45.2 $ 13.1 (29.0%) 
1955 88.3 30.0 (34.0%) 
1960 (prelim.) 141.8 55.9 (39.4%) 
1970 (est.) 296.8 136.5 (46.0%) 
% Iner.: 1950-55 95.4% 129.0% 
1955-60 60.6 86.3 
1960-70 110.7 144.2 
Annual Comp. Incr.: 
1955-60 9.9% 13.3% 
1960-70 8.1 9:3 


Mort. Over 
Resid. Mort. 


Excess Total Mort. 
of Total Debt Held Portion Held Portion of Insured 
byS&L by Insured Calif. S & L Assoc. 
Assoc. Calif. Assoc. Held by H.C. Assoc. 
——_—____—_—_—— (billions) 
6% $ 13.7 $ 1.2 ( 8.8%) N.A. 
5 31.4 3.5 (11.1%) $9) (25.7%) 
5 60.1 9.1 (15.1%) 2.8 (30.8%) 
0 147.4 28.0 (19.0%) 10.4 (87.1%) 
129.2% 191.7% N.A. 
91.4 160.0 211.1% 
145.3 207.7 271.4 
13.9% 21.1% 25.5% 
9.4 Lg) 14.0 


Source: Historical data derived from Federal Home Loan Bank Board releases and holding company records. 


69% for the 55-64 age group; and 66% for the 65 
and over age group. 

Rising land costs favor apartment construction also. 
Whereas land represented only 10% of the total cost of 
a single family home in 1940, it currently accounts for 
approximately 20% of the cost. The final indication 
that apartments will become a larger factor in residen- 
tial construction is the fact that most of the expected 
population growth during the next ten years will take 
place in the suburban sections adjacent to large metro- 
politan areas, where land is already scarce. 

In view of these factors I estimate that total mort- 
gages held by savings and loan associations will be at 
least 8% greater than their holdings of one to four- 
family mortgages. 

By increasing our 1970 estimate of $136.5 billion in 
residential mortgage debt held by all savings and loan 
associations by 8%, we arrive at a figure of $147.4 
billion for their total mortgage portfolio. We are now 
ready to determine the portion which may be held by 
the California associations. Since current figures are not 
readily available for all associations in California, we 
will confine our analysis to the insured associations 
which currently represent approximately 97% of the 
assets of all associations in California. 

We noted the population growth of the State of Cali- 
fornia in a previous section of this article and presented 
estimates of future increases. In light of the projected 
continued growth and the fact that the insured asso- 
ciations in California have increased their share of total 
savings and loan mortgage holdings from 8.8% in 1950 
to 15.1% in 1960, an estimate of 19% in 1970 appears 


-/ reasonable. The result is a projection of $28 billion. 


The final step in this analysis is to determine the 
share of this $28 billion to be held by the associations 
owned by the holding companies. During the past five 
years, the latter group of associations has grown ap- 
proximately 21% faster than all insured associations in 
California. Since many of the associations currently 
owned by the holding companies were run by less 
aggressive management before being acquired by the 
holding companies, it is reasonable to assume that this 
relationship will be at least as favorable during the next 
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decade. Since all insured California associations are 
expected to increase their total mortgage portfolio by 
207.7% during the next ten years, the holding company 
associations should grow at least 271.4%, or 14.0% 
compounded annually. 


Profits 


It is now possible to estimate earnings for the Cali- 
fornia holding companies on the basis of my projec- 
tions of residential mortgage debt which may be held 
by their associations. Since loans are the primary source 
of an association’s income, there has been a historical 
pattern whereby earnings have risen at approximately 
the same rate as mortgage loans outstanding. This cor- 
relation can be seen in Table IJ. A conservative fore- 
cast can be made whereby earnings from loans will 
increase, percentagewise, at least as much as mortgage 
loans during the next ten years, or 14% at an annually 
compounded rate. 


In addition to an association’s primary business of 
making mortgage loans, it can engage in numerous 
other affiliated activities. It can operate an escrow 
division; title search department; fire and casualty in- 
surance agency; life insurance agency; and the like. 
Also, a holding company may build and sell homes 
itself. Both the associations and holding companies can 
purchase raw land for resale, or multi-dwelling units 
for subsequent rental. Finally, part of the increase in 
mortgage debt held by associations in other states and 
other financial institutions will have been originated by 
the holding company associations; therefore, the asso- 
ciations will be making profits on mortgages which are 
not held in their portfolio at any particular year end. 

A significant increase in any of these activities could 
add materially to profits during the next ten years. If 
we assume that all the corollary profit sources do no 
more than add 3% a year, it is possible to project a 
compounded annual growth in earnings for the holding 
companies of 17% during the next years. 


Selectivity 


As the public became aware of the emergence of a 
new investment vehicle during 1960, it would appear 
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that many investors split up into two main camps: (1) 
those who looked at the spectacular 1955-59 growth 
rate of the industry concluded that one company was as 
good as another, and thought that they were all “cheap 
stocks;” and (2) those who thought that the past record 
could not continue and decided to ignore the industry 
completely. The fallacy of both these schools of thought 
were demonstrated by the final 1960 results. 

Net earnings for the industry as a whole during 1960 
increased 28.7%. Per share earnings, however, ranged 
from an increase of 100% in one case to a decline of 
21.1% in another. Two companies showed a decline 
in per share earnings and one company reported the 
same per share earnings in 1960 as in 1959. On the 
other hand, the fact that earnings for the whole industry 
increased almost 28% during the year, as compared 
with a compounded annual rate of about 24% during 
1955-60, shows that the potential growth was certainly 
far from being fulfilled. 

The basic economic factors which set the framework 
for the growth of an industry do not guarantee auto- 
matic success to all companies operating within that 
framework. It is for this reason that the investor must 
carefully examine the factors affecting growth and earn- 
ings in each of the companies before making an invest- 
ment decision. 

Such things as past record, location, and operating 
policies should be carefully considered, with particular 
emphasis on the quality and depth of management. In 
this connection it should be emphasized that pro forma 
figures are not always indicative of management’s abil- 
ity, since there are several instances in which new 
associations with poor records were purchased by the 
holding companies as late as 1959. For example, one 
holding company had a pro forma compounded annual 
earnings growth of only 17.6% during the 1955-60 
period. This was considerably below the comparable 
industry figure of 23.9%. However, of the three asso- 


293rd Quarterly 
Dividend 
37’2¢ a Share 


Payable: 
July 1, 1961 


Record date: 
June 15, 1961 


Declared: 
May 25, 1961 


Elmer F. Franz 
Vice President & Treasurer 


THE YALE & TOWNE MANUFACTURING CO. 
Lock and Hardware Products since 1868 
Materials Handling Equipment since 1875 


Cash dividends paid every year since 1899 


ciations currently owned by the holding company, only 
one was owned by present management during the 
entire period. That association showed a compounded 
annual growth of 27.6%. 


Dividends 


Of the 15 Western holding companies, only three 
have paid any cash dividends. In each case the cash 
yield was less than 1% and it is expected that none of 
these companies will pay out any cash this year. All of 
the companies follow a policy of stock dividends which, 
in most cases, has been 5% annually. 


Since cash dividends would require the payment of 
federal income taxes in most cases, the companies will 
probably not change their dividend policy during the 
next few years. However, as holding company activities 
(such as construction, sale of land, tract development, 
etc.) start contributing larger earnings, cash dividends 
will probably commence. These profits will be taxed if 
earned by the holding company and thus can be dis- 
tributed to stockholders without additional tax penalty. 

The average price-earnings ratio of the 15 holding 
companies covered in this article has risen from nine 
times 1959 earnings in April, 1960, to 20 times 1960 
earnings as of June, 1961. This increase in the indus- 
try’s average price-earnings multiple is not only related 
to the recent bullishness in the stock market as a whole 
but is also probably attributable to several other factors. 
First is the fact that the industry was virtually unknown 
to investors during the early part of last year. Ten of 
the companies offered stock to the public for the first 
time in 1959 and only one had sold common stock 
prior to that year. The other four companies made 
their first public offerings during 1960. Second, it was 
proved that earnings could continue to increase in the 
face of a drastic decline in housing last year. Third, the 
slight possibility of adverse tax legislation now seems 
relatively unimportant in view of the projected com- 
pounded annual growth in earnings of 17%. 

In addition, although there are almost 30 million 
common shares outstanding for these 15 companies, 
there are only about 11 million publicly held. The 
balance are held by the founders of the companies and 
probably will not be publicly marketed in any great 
quantity during the next few years. Dilution from stock 
options, warrants and convertible debentures is minimal 
(see Table II); thus there will not be much addi- 
tional stock from that source. With pension funds, 
investment trusts, and mutual funds absorbing a large 
portion of the available stock, the scarcity of the re- 
maining stock should serve as an impetus to higher 
price-earnings multiples. Mutual funds held almost 1.3 
million shares as of last year end and, along with other 
types of funds and trusts, probably hold almost two 
million shares at the present time. 


Based on the above factors, it would appear very 
likely that, within the next 18 months, market prices 
will average 25 times 1962 earnings. 
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Regulation of Unlisted Securities 
Has the Time Come to End the Double Standard? 


by Alfred Berman 


IN THE EXUBERANT MARKET PERFORMANCE of equity 
securities which commenced last October, the “wild 
speculative fever that gripped the over-the-counter mar- 
ket most of the year” has attracted recurrent and at 
times awesome attention. Valid reasons for such pyro- 
technics in over-the-counter stocks exist in the financial 
affairs of some or all of the enterprises whose securities 
have been star performers; but it may be questioned 
whether or when they will be made visible to the invest- 
ing public at large—including their own stockholders. 

Although some obscurity may at times cloak the 
affairs of corporations whose securities are listed on 
national exchanges, the larger areas of darkness in sig- 
nificant phases of corporate operations generally are to 
be found in unlisted securities. éf 

It is true that many of the dark areas are illuminated 
when these unlisted securities are brought to market 
in a registration statement under the Securities Act of 
1933. Even then, however, their stockholders continue 
to be deprived of some of the most important protec- 
tive provisions of the Securities Exchange Act of 1934, 
including those relating to proxy disclosures and solici- 
tations and “insider” trading, which are fully applicable 
to all listed securities. It is this anomalous condition 
which Professor Louis Loss of Harvard Law School 
has termed “the double standard of investor protec- 
tion,” and which four years ago caused Keith Funston, 
president of the New York Stock Exchange to urge: 
“It is time to end the double standard presently appli- 
cable to listed and unlisted companies and provide all 
American investors in publicly owned companies with 
the information and protection to which they are en- 
titled.” 

Frear and Fulbright Bills and their Predecessors: 
There is, of course nothing new about proposals to 
make various of the provisions of the Exchange Act 
applicable to the more substantial corporations which 
are not regulated by that Act, or regulated in only 
minor and incidental respects, by reason of the circum- 
stance that their securities are not listed on a national 
securities exchange. 

Such proposals were embodied in the much discussed 
Frear Bill, introduced in 1949 by the then chairman of 
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the SEC Subcommittee of the Senate Banking and Fi- 
nance Committee. Several years earlier this had been 
preceded by an almost identical measure introduced in 
1946 by Representative Lea, then chairman of the In- 
terstate and Foreign Commerce Committee, based upon 
a report and study of the Commission itself. As far 
back as 1938, the Board of Governors of the New 
York Stock Exchange adopted a report which took the 
position that it would be in the public interest if all 
the major corporations with widely distributed securi- 
ties were subjected to the information and reporting re- 
quirements of the Exchange Act. In 1941 the two 
major New York stock exchanges recommended the 
extension of Sections 14 and 16 of the Exchange Act 
to all issuers (with certain exceptions) which had 
$3,000,000 of assets and 300 stockholders, and which 
were engaged in interstate commerce or whose securi- 
ties were dealt in by the use of the mails or interstate 
commerce. 

More recently, similar proposals were embodied in 
the bill introduced in 1955 by Senator Fulbright, then 
Chairman of the Senate Banking and Finance Commit- 
tee, which was reintroduced with some changes in 1957. 
Senator Fulbright introduced his bill to implement the 
recommendations of the Senate Committee on Banking 
and Currency which, following its 1955 study of the 
stock market, stated in its report: 

“The Committee is of the view that as a general pol- 
icy, it is in the public interest that companies whose 
stocks are traded in over-the-counter be required to 
comply with the same statutory provisions and the 
same rules and regulations as companies whose stocks 
are listed on national securities exchanges.” 

At the present time, there are a number of factors 
which seem to make it particularly worthwhile to ac- 
cord renewed attention to the provisions of the 1957 
Fulbright Bill, the most recent of the various proposals, 
and to the arguments pro and con. We need refer at 
this time to only two of those factors. A primary fac- 
tor is that the extent of investor involvement in securi- 
ties which are not registered under the Exchange Act 
(by reason of not being listed on any national securi- 
ties exchange) seems to be increasing rather than de- 
clining, which means that increasing numbers of in- 
vestors lack the protections which Congress embodied 
in the Exchange Act. 

Probably most people active in the financial com- 
munity have sensed this increased investor involvement 
in unlisted securities in recent years. Corroboration 
can be found in the information contained in the SEC’s 
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26th Annual Report (fiscal year ended June 30, 1960), 
to the effect that for the fiscal year ended June 30, 
1958, 28% of the registration statements with respect 
to securities offerings to the public under the Securities 
Act of 1933 were filed by companies that had not pre- 
viously filed registration statements under that Act. It 
may be presumed that none of these securities were 
“listed” securities. For the fiscal year ended June 30, 
1959, such registrations equalled 39% of the total num- 
ber filed. A year later, for the fiscal year 1960, the 
figure had risen to 47.5% of the registrations filed, or 
approximately 70% higher than the 1958 percentage. 

It can scarcely be doubted that the comparable figure 
for the fiscal year ended June 30, 1961 will reflect a 
still further increase in the percentage of new issues 
which are unlisted, and thus outside the protective pro- 
visions of the Exchange Act. 

A second factor which emphasizes the desirability of 
renewed attention to the Fulbright Bill may be charac- 
terized as political. Much as one might wish to do so, 
it cannot be overlooked that a Democratic administra- 
tion has returned to power, pledged to a “New Frontier” 
concept, and to the completion of what it has termed 
“the unfinished business of the nation.” The recurrent 
legislative efforts over the past 20 years mentioned 
above obviously qualify this measure as an authentic 
and impressive item of “unfinished business’, which 
can scarcely escape the intense scrutiny of the New 
Frontiersmen. 


Scope of the Fulbright Bill 


The 1957 version of the Fulbright Bill, as introduced, 
was relatively short but to the point. Its more impor- 
tant provisions may be summarized as follows: 


(1). Applicability: It would be applicable only to 
corporations which satisfied criteria both as to size and 
interstate activity. With respect to the interstate aspect, 
the corporation must be engaged in interstate com- 
merce or in business affecting interstate commerce or 
its securities must be traded by use of the mails or in- 
strumentalities of interstate commerce. With respect to 
size, the corporation must have total assets (as defined 
by the Commission) of more than $2,000,000 and 
more than 750 stockholders of record, or more than 
$1,000,000 of debt securities in the hands of public 
holders. Exemptions were proposed for: securities of 
religious, educational or charitable organizations; of 
banks; of savings and loan associations; and of the 
federal or state governments and their agencies. 


(2). Registration: A corporation to which the bill 
is applicable, would be required to file with the Com- 
mission a registration statement containing the same 
information presently required by §12(b) of the Ex- 
change Act of every corporation which registers under 
that Act (SEC Form 10). It would also thereafter be 
required to file the supplemental and periodical reports 
(Forms 8K, 9K and 10K) presently required of regis- 
tered corporations under Section 13 of the Exchange 
Act. 
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(3). Proxy Regulations: The proxy solicitation and 
disclosure requirements contained in Section 14 and 
SEC Regulation 14 would be applicable in the same 
way as they now are with respect to securities of regis- 
tered companies. 


(4). “Insider” Reporting and Trading Restrictions: 
The provisions of Section 16 of the Exchange Act, in- 
cluding the provisions as to reporting, recapture of 
short-swing profits and prohibition of short-selling, 
would be applicable in the same way, and to the same 
extent as they are with respect to securities of compa- 
nies registered under the Exchange Act. 


(5). Margin Restrictions: The margin restrictions 
under Section 7 of the Exchange Act now applicable to 
registered securities, and the credit restrictions appli- 
cable under §8 to brokers and banks, together with the 
related regulations of the Federal Reserve Board, would 
also apply to the securities of the newly registered cor- 
porations, except as exempted by the Federal Reserve 
Board. 


In the course of the hearings which were held on the 
Fulbright Bill, the SEC reported that its studies indi- 
cated the bill, as introduced, would affect approximately 
1,370 corporations having total assets of about $60 bil- 
lion. Included in these totals were 169 insurance com- 
panies having assets of $24 billion, which had been ex- 
cluded from the 1955 version of the Fulbright bill. 
Counsel for the Senate sub-committee pointed out that 
arithmetically the average assets of the corporations 
affected by the bill came to $43,000,000 per corpora- 
tion. 


Probably a more satisfactory version of the size of 
the affected companies is furnished in Report of the 
SEC on S. 2054 to the Senate Committee on Banking 
and Currency (84th Cong., 2d Sess.), page 19. Of the 
1,205 companies, other than insurance companies, 26 
have assets of 2 to 3 million dollars, 66 have assets of 
3 to 5 million, 128 have assets of 5 to 10 million, 296 
have assets of 10 to 15 million, 53 have assets of 50 
to 100 million, and 48 have assets exceeding 100 
million. 


The foregoing figures may be considered against the 
background of the following additional statistics as- 
sembled as part of extensive survey of the securities 
markets. The total of all corporations filing federal in- 
come tax returns has been estimated (as of 1950) at 
580,000. Some 200,000 are said to be closely held 
corporations in which public investors would not likely 
have an interest. Of the remaining 380,000, 185,000 
had assets of less than $50,000 and another 120,000 
had assets ranging between $50,000 and $250,000. 
This left a total of approximately 75,000 corporations 
whose securities were thought likely to be the subject 
of interest to the investing public. 

Keith Funston, president of the New York Stock 
Exchange, testifying in support of the Fulbright Bill, 
emphasized that the bill was very restricted and selec- 
tive in its application, and could not justifiably be at- 
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tacked as imposing a burden on “small business.” He 
stated: 

S. 1168 applies to only 1,205 companies out of the more 
than 560,000 unlisted corporations, or less than two-tenths 
of 1% of unlisted corporations. I understand that a study 
by this subcommittee of these 1,205 companies indicates 
they have an average asset value of $43 million. This is 
primarily because of the requirement that a corporation 
must have 750 stockholders to be subject to the bill. Every 
one of these 1,205 companies is larger in size than many 
of the listed companies which are currently subject to 
these requirements. There are 469 listed companies which 
are not large enough to meet the $2 million in assets-750 
stockholders test of this bill. Thirty-eight of these com- 
panies are listed on the New York Stock Exchange, 154 
on the American Exchange, and the other 277 small com- 
panies are listed on the regional securities exchanges. In 
fact, 69% of the companies persently listed on the re- 
gional exchanges are not large enough to meet the size 
tests contained in S. 1168. Yet every one of these smaller 
companies is subject to the provisions of the 1934 act— 
solely because of the type of market in which their securi- 
ties are traded. In light of these facts, I can see no valid- 
ity to an argument that the requirements of the 1934 act 
are too burdensome and costly for 1,205 larger unlisted 
companies to bear. Any intimation that this bill will im- 
pose excessive burdens on small business—burdens which 
are now borne only by big business—just does not bear 
analysis. 


Notwithstanding strong support from the proponents 
of the bill, vigorous opposition was not lacking and ap- 
parently scored considerable success. The Senate sub- 
committee which conducted the hearings under the 
Chairmanship of Senator Lausche of Ohio, substantially 
watered down the bill before reporting it out of Com- 
mittee. 

The revised bill limited its applicability to corpora- 
tions having not less than $10 million of assets and 
1,000 stockholders; and the exemptions were broad- 
ened to exclude insurance companies, as well as banks 
and trust companies, savings and loan associations, 
homestead associations and similar institutions. It was 
estimated that as a result of these modifications the bill 
would be applicable to only 650 corporations. 


An important substantive modification of the revised 
bill was the elimination of the restrictions on “insiders” 
(officers, directors and beneficial owners of 10% or 
more of an issue) with respect to short-swing trading 
profits and short sales (restrictions embodied in Sec- 
tions 16(c) of the Exchange Act. 

Only Section 16(a) remained, dealing with the re- 
quirement that such insiders file reports as to their secu- 
rities ownership and monthly changes in such owner- 
ship. 

Despite these substantial modifications of and re- 
treats from the original provisions of Senator Fulbright’s 
bill, it was not enacted. 


The Case in Opposition 


Opposition to the Fulbright bill was expressed at the 
hearings by, among others, the representatives of busi- 
ness and trade groups, including the National Associa- 
tion of Securities Dealers; National Association of Man- 
ufacturers; U. S. Chamber of Commerce; and various 
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associations of insurance companies. Brief examination 
will be made of some major points. 

The Reporting Requirements. The heaviest fire of 
the opponents seems to have been concentrated on the 
financial reporting requirement; i.e., the requirement 
that companies to which the bill is applicable file with 
the SEC the annual and periodic reports presently re- 
quired by $13 of the Exchange Act. This requirement 
was denounced as unnecessary, bureaucratic, and cost- 
ly. The representative of the National Association of 
Manufacturers estimated, without documentation, that 
for compliance with the reporting provision “even for 
the smallest companies, an expenditure of $10,000 to 
$15,000 a year would be involved.” 

In support of the contention that imposition of such 
a financial burden is not warranted, he contended that 
marked improvement is taking place in corporate re- 
ports, and he further emphasized the efficacy of state 
regulations, asserting: 

Many states require that annual financial reports be 
submitted to shareholders. Many also provide that all the 
books of account and other records of operations be open 
to shareholders at all reasonable times, save and except 
for unreasonable and improper purposes. Many states 
even provide for inspection by other interested persons, 
including creditors. 

It is doubtful that very many informed persons will 
find merit in these arguments. For one thing, the type 
of annual financial report, if any, which corporations 
may be required under state law to furnish to their 
stockholders, can scarcely be deemed comparable in 
the detail and enlightenment they afford with the Form 
10K and other periodic reports filed with the Commis- 
sion by corporations subject to Section 13 of the Ex- 
change Act. 

It is by no means a universal requirement under state 
law that a corporation furnish any kind of annual finan- 
cial report to its stockholders, and such requirements 
are at best fragmentary. For example, in the State of 
New York, the Stock Corporation Law ($77) merely 
contains the rudimentary provision that upon written 
request of stockholders owning three percent of the 
shares of the corporation, a statement of its affairs ““em- 
bracing a particular account of all its assets and liabili- 
ties” (meaning a balance sheet) shall be furnished, 
and a copy kept on file in the office of the corporation 
for 12 months thereafter, and exhibited to any stock- 
holder demanding an examination thereafter. 

During the current year, New York enacted a new 
Business Corporation Law which is to become effective 
April 1, 1963. Accordingly, this statute may be deemed 
the last word in modernity in state legislation respecting 
corporations. Its sole provision with respect to the type 
of financial report which must be furnished to stock- 
holders, Section 624(e), is as follows: “Upon the writ- 
ten request of any shareholder, the corporation shall 
mail to such shareholder the most recent balance sheet 
and profit and loss statement which have been distrib- 
uted to its shareholders or otherwise made available to 
the public.” 

At least equally important is the requirement, not 
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FORECAST FOR ENERGY: 


Soaring production will double | 
America’s industrial demand 
for energy by 1980 


How rapidly is America’s industrial output expanding? 
q Here are some clues: From 1950 to 1959, output of petro- 
| chemicals increased 216%; plastics, 173%; aluminum, 
q 140%. Total output of business and industrial equipment 
has virtually doubled. The production and processing 
of these requirements uses heat. Heat is energy, and 
this is just part of the reason America's consumption 
B | of energy will double by 1980. 


Where will it come from? Much will come from present 
energy sources — but wherever produced, a large share 
| of energy in its most efficient and usable forms will be 
transported via pipelines. Texas Eastern — pipeliner of 
| energy — constantly searches for new energy sources, 
a while expanding its present systems. Our natural gas 
A | pipelines, which stretch from the Mexican border to the 
| Atlantic Seaboard, have capacity to provide fuel for 
i thousands of factories and heat for more than three 
million homes, Our Little Big Inch pipeline system, 
largest of its kind, delivers ever-increasing volumes of 
energy in liquid form — a wide range of finished petro- 
leum products —from Gulf Coast refineries to Midwest 
markets. With the future bringing new and greater de- 
mands, Texas Eastern is growing and diversifying today 
to meet tomorrow's energy needs. 


EASTERN PIPELINERS OF ENERGY 


ha] TEXAS EASTERN TRANSMISSION CORPORATION +* HOUSTON, TEXAS 
PRODUCERS »* PROCESSORS « TRANSPORTERS: NATURAL GAS « CRUDE OIL « PETROLEUM PRODUCTS 


found elsewhere, that the corporation report significant 
and material changes or developments (e.g., shifts in 
control, acquisition or disposition of significant amount 
of assets, legal proceedings, etc.) promptly after their 
occurrence, by filing with the SEC a Current Report on 
Form 8K. All these reports are part of the SEC’s pub- 
lic files, available at all times to inspection of security 
holders and others. 

So far as concerns stockholders’ rights of inspection 
of corporate books and records under state law, every- 
one must be aware that these are in actual practice ex- 
tremely circumscribed and for the most part illusory, 
unless buttressed by the willingness and ability to incur 
substantial litigation costs and sometimes notwithstand- 
ing such large expenditures. 

Few state statutes confer an absolute right to inspect 
any corporate book other than the stock book, and 
even this restricted right of inspection is at times 
achieved only after a pitched legal battle. As to the 
other corporate books and records, the general rule as 
summarized in one recent New York case is “the bur- 
den is upon the stockholder to establish the necessity 
for an inspection, and the Court may use its discretion 
in granting or denying the application,” Ordinarily, in 
order to persuade a court to exercise its discretion in 
favor of ordering an inspection, the stockholder must 
make a strong preliminary showing to the court of the 
probability of establishing wrongdoing by the manage- 
ment. How and where to obtain the required informa- 
tion for this preliminary showing to the Court pose stir- 
ring challenges to the enterprise and ingenuity of the 
stockholder and his attorneys; but interesting as such 
challenges may be for a combative and affluent stock- 
holder, they scarcely support the contention that this 
state-provided protection provides a facile and ade- 
quate source of corporate information to stockholders. 

The Proxy Regulations. The major part of the testi- 
mony at the hearings concerning the proxy regulations 
went off on something of a tangent, due to the insistence 
of Senator Capehart in focusing the discussion on the 
provisions of a pending bill introduced by him to in- 
validate any proxy given by a person other than the 
beneficial owner, unless the name and last known ad- 
dress of the beneficial holder is set forth thereon. Vir- 
tually all the witnesses, governmental and financial, 
were in agreement that the Senator’s proposal was high- 
ly impracticable; but the Senator was not easily per- 
suaded and much time was expended in colloquy and 
debate. 

It was regrettable that more discussion was not ad- 
dressed to the proxy regulations which the Fulbright 
bill would make applicable to the corporations subject 
to its provisions. In this area, the opponents of the bill 
could not claim support even from state regulations of 
the dubious type previously mentioned, for the state 
corporation statutes do not regulate the form and con- 
tent of proxy solicitations, or go beyond the bare re- 
quirement that timely notice be sent to stockholders 
with respect to the place and date of stockholders meet- 
ings. 


50 


The SEC stated that the Commission staff had been 
unable to locate any state statutes regulating proxy 
solicitations. It appears, however, that the Commis- 
sioner of Corporations of California uniquely claims 
authority to pass on proxy solicitations as an incident 
to his regulatory powers over corporate securities. 
(California Administrative Code Tit. 10, rule 761 
(1956).) 


If clear proof of fraudulent and material misstate- 
ments in the procurement of proxies can be demon- 
strated, equitable relief may at times be obtainable in 
the courts of the state of incorporation. However, ex- 
perience establishes that state courts will rarely grant 
relief merely on the basis of material omissions. This 
factor may partly account for the paucity of information 
in the terse solicitation letter which ordinarily accom- 
panies the notice of meeting and form of proxy sent to 
stockholders of companies whose securities are not reg- 
istered under the Exchange Act. Many of these solici- 
tation letters do not even inform the stockholder as to 
the identity of the persons for whose election the proxy 
will be voted, much less provide relevant information 
as to his business connections and experience, stock- 
holdings, etc. 

In 1956, the SEC advised the Senate Banking and 
Finance Committee that a comprehensive study it had 
made of the proxy soliciting material of the 1,250 cor- 
porations subject to the 1955 version of the Fulbright 
bill established the following shortcomings, in relation 
to the requirements of the Commission’s Regulation 14 
(which is applicable to solicitations of all listed securi- 
ties) : 


(1). 73% of the unregistered corporations in solic- 
iting proxies for the election of directors fail to inform 
the stockholders as to the identity of nominees; 87% 
do not indicate the principal occupation of directors 
and nominees; 96% do not disclose security holding 
of directors and nominess; and 98% do not state the 
remuneration paid to directors. In 72% of the cases, 
neither a proxy statement nor equivalent information 
of any kind was furnished to the stockholders in the 
solicitation by management of proxies for the election 
of directors. 

(2). 23% of the unregistered corporations failed to 
distribute stockholders reports of the previous fiscal 
year prior to or concurrently with the sending of proxy 
soliciting material for election of directors. 

(3). Where major proposals are to be voted on, at 
least 52% of the proxy forms of unregistered corpora- 
tions contain no form of ballot for the stockholder to 
indicate his vote on the measure. In such cases, the 
stockholder must either vote in favor of the proposal 
or not vote at all, unless he appears in person at the 
meeting or takes appropriate action (such as writing 
his own proxy form) to record his vote. 

(4). Where plans involving bonus, profit sharing, 
pension and retirement, or options, warrants or rights, 
varying percentages of the soliciting material of unregis- 
tered corporations, ranging from 32% to 86% fail to 
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provide information regarded as vital by the Commis- 
sion and required by Regulation 14. 

(5). Where authorization or issuance of securities, 
or a modification or exchange of securities, was to be 
voted on, 40% of the solicitations failed to describe the 
proposed transactions adequately, 76% omitted rele- 
vant data and 85% did not furnish the financial state- 
ments required by Regulation 14. 

(6). Where mergers, consolidations, acquisitions 
and similar matters were to be voted on, 40% of the 
solicitations failed to state the effect on security holders, 
and 56% failed to furnish financial statements, as re- 
quired by Regulation 14. 


Even this impressive list of shortcomings does not 
by any means tell the entire story. It fails, for example, 
to deal with information required under Regulation 14 
relating to the special interests of officers and directors 
in transactions with the company during the past year, 
or their interests in connection with the particular trans- 
actions which are to be the subject of action at the 
stockholders meeting. For obvious reasons, these are 
among the most important items of information fur- 
nished in proxy statements cleared under the SEC reg- 
ulations. Here is to be found basic information as to 
possible conflicts of interest and managerial inter-com- 
pany dealings and profits, such as have produced cor- 
porate investigations (Chrysler Corp. et al), of the type 
prominent in the news in the past year. 

Here also is to be found basic information as to con- 
trolling stockholder or managerial special interests and 
benefits, in connection with mergers, acquisitions and 
divestments, which enable stockholders to determine 
whether to oppose the transactions and to seek (with 
some possibility of success) court relief against them. 
Unless other special sources are available, information 
of this type is very difficult and usually very expensive 
to obtain, if not set forth in proxy statements pursuant 
to legal requirement as proposed in theFulbright bill. 


Particularly in the proxy solicitation area, the pro- 
posed exemption for insurance companies and banks 
is unfortunate. The regulations to which such corpo- 
rations are subject under insurance and banking laws, 
are primarily directed at the protection of the policy- 
holder or the depositor, and rarely if at all touch upon 
such matters as the form and content of solicitations of 
proxies from the investing public. Senator Fulbright 
removed the exemption for insurance companies which 
was contained in the original version of his bill, follow- 
ing a special study by the SEC concerning the proxy 
soliciting material of the leading insurance companies. 

This study established virtually all the same short- 
comings, and, virtually to the same extent, as had pre- 
viously been found in the SEC study with respect to 
other types of unregistered securities. It may be doubted 
whether a study of proxy solicitation material of banks, 
whether national or state, would produce materially dif- 
ferent results. 

These considerations lend cogency to the view ex- 
pressed by Mr. Funston during his testimony, that ex- 
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emptions of the type proposed (which the Lausche sub- 
committee subsequently reinserted and extended) are 
unwarranted: 

“It seems to me what your committee is considering 
is, in the public interest, to what requirements concern- 
ing disclosure and to what other regulations should 
publicly owned companies be subject for the benefit of 
investors. It seems to me a publicly owned bank is the 
same as a publicly owned insurance company, or a 
publicly owned industtrial company in terms of the in- 
formation that it should provide and the responsibilities 
that such an institution has to the general public.” 

Restrictions on Insider Short-Swing Profits and 
Short-Selling: Curiously enough, the principal objectant 
to the inclusion at that time of the restrictions on “in- 
sider” short-swing profits and trading embodied in Sec- 
tions 16(b) and (c) of the Exchange Act, was the 
Commission itself. The then Chairman, Mr. Armstrong, 
stated the SEC recommended that “Congress defer con- 
sidering the application of Section 16(b) to the corpo- 
rations subject to the bill until further factual informa- 
tion . . . can be developed from the reports to be filed 
under Section 16(a). 

It may be noted that the Chairman of the Board of 
Governors of the NASD while basically opposed to the 
Fulbright bill, nevertheless agreed with the views of Mr. 
Funston that the omission of insurance companies and 
banks would not be justified. 

Mr. Armstrong subsequently explained that the Com- 
mission had been informed that some broker-dealer 
firms had representatives on the board of directors of 
certain unlisted corporations, that some of these firms 
act as the traditional “investment banker” of the corpo- 
ration and also “made the market” in the securities of 
the corporation. Performance of this traditional “in- 
vestment banker” function usually made it necessary 
for these firms to engage in day-to-day transactions in 
the security of their corporations, which transactions 
they would be unable or unwilling to carry out if they 
were subject to recapture of profits on short-swing 
transactions. 

The SEC had taken a similar position with respect 
to the same provision of the original Fulbright bill some 
two years earlier. It might be thought that in the mean- 
time it would have accumulated more precise informa- 
tion on this subject so as to enable it to take a definite 
position in favor of or against inclusion of Sections 
16(b) and (c). 

On the face of the presentation made by Chairman 
Armstrong, the SEC’s recommendation for “deferment” 
is not at all persuasive. For one thing, it is not clear 
why broker-dealers who wish to continue to “make the 
market” in a corporation’s securities must have direct 
representation on its board of directors; indeed, such 
an “insider” position for a dealer would seem to make 
almost inevitable the type of abuse Section 16(b) is 
directed against. In any event, if in fact it be found 
important that the dealer be represented on the corpora- 
tion’s board, there is no apparent reason why an ex- 
emptive rule could not be fashioned to cover the func- 
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tion of “making a market.” For example, short-swing 
profits realized by the dealer in the performance of the 
function of “making a market” could be exempted, 
provided they do not exceed the 5% dealer mark-up 
deemed generally to fall within the limits of fairness 
under the rules of the NASD, and provided appropriate 
information with respect to such transactions is periodi- 
cally filed with the SEC. 


It is not to be denied that the provisions of Section 
16(b) of the Exchange Act present elements of hard- 
ship and inequity. Some aspects, particularly in the 
light of a series of rather exuberant judicial construc- 
tions, have been the subject of recurrent criticism. Pos- 
sible amendments designed to narrow somewhat the 
sweep of the judicial gloss on Section 16(b) might ap- 
propriately be the subject of consideration; as, for ex- 
ample, the propriety of taking into account losses in- 
curred in related transactions along with the gains, in 
computing the amount of “profit” recoverable by the 
corporation from the “insider.” 


But in whatever form the provision is made applica- 
ble to “insiders” of corporations whose securities are 
listed on exchanges, there would seem to be scant justi- 
fication for more lenient application, let alone complete 
non-application, with respect to corporations whose 
securities are actively traded in the over-the-counter 
markets. Despite its shortcomings, Section 16(b) does 
perform a valuable role, not duplicated elsewhere, in 
affording a corporation and its stockholders a modicum 
of protection against a noxious type of “insider” abuse. 


The “Voluntary Choice’ Argument. One additional 
argument forcefully urged by a number of the oppo- 
nents of the Fulbright bill should be mentioned. It was 
tendered in response to the “double standard” criticism 
advanced by the supporters of the bill, and was intended 
to furnish a justification for the continuance of this dou- 
ble standard. 

This argument is, in essence, that listing of their secu- 
rities on an exchange is the result of voluntary choice 
made by certain corporations in order to obtain bene- 
fits considered by them to be worthwhile; and thus there 
is no inequity in their being subject to special restric- 
tions known by them to be applicable to such listed 
corporations. In the words of the representative of the 
National Association of Manufacturers: 


“Tn this connection, it should be borne in mind that 
no company must have its stock listed on an exchange; 
but if it does, it acts with the full knowledge that it 
must submit to certain rules and regulations which have 
been set down by the Congress and by the Securities 
and Exchange Commission as well as by the particular 
exchange. This, therefore, is a voluntary standard.” 

It may be questioned, however, whether this argu- 
ment is supported by anything more than a touch of 
surface plausibility. Any notion that this “voluntary 
choice” concept occupied a place in Congressional 
thinking at the time of the enactment of the Exchange 
Act, would seem to be wholly without support. In fact, 
the Exchange Act when initially enacted contained a 
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provision (Section 15) empowering the SEC to adopt 
rules “to ensure to investors protection comparable to 
that provided by and under authority of this title in the 
case of national securities exchanges.” However, this 
authority was to be exercised by the SEC through im- 
position of restrictions on brokers and dealers, a pro- 
cedure which the Commission found to be “impractica- 
ble” and recommended that Congress eliminate in 
1936. 

SEC, Report on Trading in Unlisted Securities upon 
Exchanges (1936), pp. 17-21. In explanation of the 
reasons why Congress did not at that time legislate 
directly with respect to the over-the-counter market, the 
Commission further stated in a report issued in 1936 

generally termed “The Segregation Report”): “Prior 

to the enactment of the statute, the over-the-counter 
market was one of the enigmas of our financial system. 
Authentic data were lacking with respect to its nature, 
its function, its size, and the technique of its opera- 
tions.” 

Thus, the legislative history of the Exchange Act 
does not support but instead refutes the view that Con- 
gress desired or intended to countenance a regulatory 
double standard based upon “voluntary choice” as to 
whether corporate managements elected to list their 
securities or have them traded over-the-counter. Equal- 
ly difficult is it to find justification in principle for such 
double standard. As Professor Loss has well stated: 

“If the public interest requires the application of Sec- 
tions 12, 13, 14 and 16 to companies with listed securi- 
ties, the need is certainly no less in the case of large 
companies with widely distributed securities whose 
managements do not choose to register and assume the 
statutory obligations. It is a strange sort of regulatory 
scheme which gives individual members of the class to 
be regulated the power to decide whether the regula- 
tion shall apply to them. This is apart from the dis- 
location of the traditional relationship between the ex- 
changes and the over-the-counter markets which is an 
inevitable result of regulating the one market and not 
the other.” 


CONCLUSION 


For the reasons discussed above, prompt enactment 
of the Fulbright bill would now be especially advisable 
and timely. It should be enacted along the lines of the 
1947 version, without the unwarranted and improvident 
dilutions proposed by the Lausche subcommittee. Such 
legislation will not of course, prevent further specula- 
tion in the over-the-counter markets or further investor 
involvement in questionable new glamour issues. 

It will, however, provide the stockholders of these 
companies, on a continuing basis, with vital information 
concerning the activities of their managements and with 
useful protections against significant “insider” abuses. 
These are objectives highly meritorious and worthy of 
attainment for their own sake. In addition, a long for- 
ward-step will have been taken towards the elimination 
of the anomalous double standard in this important 
area of securities regulation. 
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Lunar VTOL Vehicle. A rocket- 
propelled craft designed to collect 
lunar ore specimens. 


Nuclear Space Ship. 
A Douglas design for a 
space ship with crew 
quarters and control 
rooms in the nose, 
nuclear reactor in 

the rear. 


Lunar Service Vehicle. Travels 
like a ‘‘swamp buggy” on 
inflated rollers. Mechanical 
arms provided to handle 
outside chores. 


Space Observatory. Sections of 
this Douglas-designed space 
station would be sent into space 
in rockets and be joined together 
in orbit. 


Nuclear Space Ship. 
A future, medium- 
thrust, nuclear- 
electric space ship 
for one-year 
interplanetary round 
trips (Martian and 
Venusian). 


Douglas Thor. 
Designed as a 
military IRBM, this 
dependable missile 
is the workhorse 
of the Space Age. 


Saturn. First U.S. vehicle designed to 
put tons of payload into orbit... or 
onto the moon. Douglas-built second 
stage is as tall as a 4-story building. 


Nuclear Space Ship. 
An unconventional 
design by Douglas with 
living quarters around 
the ring at the bottom. 
On landing, it would 
ease down, ring first. 


Supply and Escape Vehicle. A 
compact re-entry vehicle to supply 
orbiting space stations or to return 
crews to earth. 


Lunar Cargo Handlers. Would 
load lunar ore samples into 
containers to be towed back to 
earth by rockets. 


Lunarmobile. Donut- 
shaped exploration 
vehicle to use rocket 
power in space and 
tractor treads on the 
moon’s surface. 


Eleven ways to outwit the law of gravity 


When the Space Age dawned, 
Douglas was ready with specific pro- 
posals for space equipment either 
completed or in advanced stages of 
development. (Some appear above. ) 

These Douglas proposals were 
based on realistic estimates of the 
capabilities of men and materials. 
They are the valued dividends of the 
company’s considerable experience, 


gained from the design and produc- 
tion of 30,000 missiles and rockets. 
These include the Douglas Thor, an 
IRBM which has been totally suc- 
cessful in 86% of its tactical and 
space firings over the past two years. 

Today, Douglas looks ahead to 
other exciting challenges from its 
firm position of leadership in the 
conquest of Space. 
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A SIDE LOOK AT A NEIGHBOR—AT NIGHT! \ 
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map of Dallas, Texas 
made from an airplane 
flying over F't. Worth! 


TEXAS 


rely on T/i 


Maps as clear as the one above and free of perspective distortion are 
produced now through completely new side-looking radar surveillance 
systems developed by Texas Instruments for the Department of Defense. 
@ A major deterrent to “small wars,” these systems can look deep into 
unfriendly territories from aircraft flying in safe skies, cutting through fog, 
darkness, or even camouflage, to reveal and record troop or materiel con- 
centrations and movements — at the rate of thousands of square miles per 
hour! @ Three different types of these systems, combining such features 
as are necessary for specific applications, provide a wide range of sur- 
veillance mapping capabilities from manned or unmanned aircraft. @ This 
significant development by TI’s Apparatus division clearly illustrates the 
ability to combine diversified technologies and experience to solve complex 
electronic systems problems. TI’s activities encompass: infrared, micro- 
wave, optics, photography, semiconductors and components, materials, 
systems management, and geosciences. M® If you are interested in 
knowing more about TI facilities and capabilities, for booklet please 
write: Merchandising Dept., Texas Instruments Incorporated, P. O. Box 
5474, Dallas 22, Texas. 
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Railroads May Regain Investment Status 


Should They Obtain Equality of Treatment 
With Other Forms of Transportation 


by Pierre R. Bretey 


EARNINGS OF THE RAILROAD INDUSTRY’S Class I carriers 
have closely paralleled the major fluctuations of United 
States industry. Sharp declines were recorded in 1949, 
in 1954, and again in the years 1958 through 1960, 
earnings in 1959 being badly affected by reason of the 
prolonged 116-day steel strike and those in 1960 by 
the depression in the capital goods industry, principally 
steel. 


Now that signs point to a worthwhile recovery in 


shown to date— should exceed those of 1960, possibly 
by a modest margin. For purposes of comparison, 
earnings and salient data are provided in Table A for 
the years 1947 through 1960. 


THE RAILROAD PROBLEM 


As compared with their competitors, the Class I car- 
riers find themselves handicapped by reason of: 


(a) Large government expenditures for roads, wa- 


TABLE A — CLASS I CARRIERS 


RATIOS 
Oper- Avail. Fixed Gross 
ating for Charges Cash Trans- Profit 
Reve- Fixed Fixed Times Net Divi- Mainte- porta- Opera- Margin 
Year nues Charges Charges Earned Income dends nance tion ating Wage (a) 
Millions of Dollars — Millions — 

‘1960 $9,514 $ 868 $374 2.32x $445 $370(e) 31.0% 40.3% 79.5% 48.8(€)% 8.3% 
1959 9,826 1,005 375 2.68x 578 400 30.9 39.6 78.4 48.3 10.4 
1958 9,564 1,035 380 DR Py 602 410 30.8 40.1 78.9 49.0 10.5 
1957 10,506 1,160 369 3.14x 740 435520 SS 39.0 78.4 48.1 11.9 
1956 10,551 1,291 364 35% 876 445 31.3 38.3 76.8 47.9 13.8 
1955 10,107 1,341 367 3.66x 921 439 31.4 37.3 75.6 47.0 15.3 
1954 9,370 1,099 382 2.88x 682 Syiey epee) 38.7 78.8 49.4 wey 
1953 10,664 1,356 405 3.35x 903 382 33.4 36.3 76.3 47.5 15.4 
1952 10,581 1,316 442 2.98x 825 338 32.8 36.9 76.1 47.9 16.0 
1951 10,391 1,159 420 2.76x 693 329.) 5 33:0 38.3 717.4 48.2 14.5 
1950 9,473 1,258 428 2.94x 784 S126 36.9 74.5 46.2 1s) 
1949 8,580 901 421 2.14x 438 ey Bd 39.8 80.3 48.9 Lie: 
1948 9,672 16172 425 2.76x 698 289 31.6 39.5 Ties 46.9 14.9 
1947 8,684 965 437 2.21x 479 VE BMAD 40.0 78.3 47.7 12.3 


(a) Percentage of Gross Revenues carried through to Net Railway Operating Income before Federal 


Income Taxes. 
(e) Estimated. 


overall business throughout the balance of 1961 and 
extending into 1962, and now that prospects point to 
favorable weather conditions to provide bumper crops, 
earnings of the Class I carriers—despite poor results 


Dr. Pierre R. Bretey, a general partner with the investment 
firm of Hayden, Stone & Co., is editor of the Financial 
Analysts Journal. Author of several books and numerous 
articles about business and finance, he holds a doctorate from 
New York University and is past president of both The New 
York Society of Security Analysts and The Financial Analysts 
Federation. 
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terways, airports, and airway facilities, which facilities 
are available to the industry’s competitors at far less 
than cost, in some instances at no cost whatever. 

(b) Rising labor costs in excess of productivity 
which costs cannot be absorbed by higher freight rates 
due to competitive pressures exerted by their subsidized 
competitors. 

(c) Property, unemployment and retirement taxes, 
well in excess of those of its competitors. 

(d) Forced operation of unprofitable services, prin- 
cipally costly passenger and commutation services. 

(e) Agricultural Commodities and Bulk Commodi- 
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TABLE B — GOVERNMENT EXPENDITURES ON PUBLIC FACILITIES 


Navigation 
Aids and 
Airmail Air-Traffic Airport Inland 

Highways Subsidies Controls Construction Waterways 
($ billion) ($ million) ($ million) ($ million) ($ million) 
192 19S 4 Ne eee IRI Oe $ 92.13 $351.53 $ 973.78 $1,949.90 $3,914.40 
IDS S Moxa sn SRN Soe 7.38 28.28 990.11 19.69 110.10 
$956 Frc wees Ce Oe eR 8.34 29.03 108.28 17.79 146.40 
TOS sk onc SR RR RR ee 9.36 34.13 193.64 45.16 198.20 
TODS ois ore avy sus NN ree 10.26 39.95 300.06 70,31 222.60 
_1959 ROSIN GAIA BEN a MRIS 10.88 43.55 356.46 72.96 271.00 
1960 (est) Hishoscocnon cue 10.97 54.43 458.62 75.00 300.80 
ORS conc yy Sneek $149.32 $580.91 $2,489.97 $2,250.82 $5,163.50 


ties Exemption advantages possessed by truckers and 
barge lines, 

The extent of Government largesse in building trans- 
portation facilities competitive to the railroads may be 
seen by examining Table B, 

In the past 40 years, some $160 billion have been 
spent on all of such competitive facilities, all of which 
have been subsidized by the taxpayers, inland water- 
ways to the extent of virtually 100%, the truckers well 
over 50%, with the extent of the subsidy to other modes 
being within the above ranges. Notwithstanding the ad- 
mitted advantages of greater mobility and flexibility of 
trucks for short hauls, up to 200 miles, nonetheless sub- 
sidies extended to truckers were probably responsible 
for the largest traffic losses suffered by the railroads 
when their share of inter-city ton miles declined from 
74.3% in 1930 and from 68.6% in 1944 to around 
43% currently. 

In contrast to this declining trend, the percentage of 
ton miles handled by the railroads’ principal_competi- 
tors, the truckers, rose from 10% in 1940 (3.4% in 
1944 by reason of shortages occasioned by the war) 
to 22% currently. Today, common truckers are find- 
ing themselves in turn, increasingly the victims of the 
competition of private truckers whose subsidized ad- 
vantages are much greater than those of the common 
trucker. 

These continuing large scale public expenditures have 
in effect resulted in the railroad industry finding itself 
in a profits squeeze since freight rates could not be 
raised in the face of competitive pressures from its sub- 
sidized competitors. 

The Profit Squeeze 

Such profits squeeze has also reflected sharp increases 
in wage costs. While hourly wages paid to railroad 
labor rose some 250% since 1946, and while prices of 
the more important commodities used by the railroads 
in their current operations rose over 100% in this 
period, ton mile rates could only be increased 90%, 
and, adjusted for holddowns, by only 70%. The inabil- 
ity of the railroad industry to increase freight rates 
attributable in large measure to failure of the regulatory 
authorities to impose user charges on competitive trans- 
portation media—can hardly be overemphasized. 
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Such increases in wage costs as previously described 
may be attributable to full crew laws and above all to 
contract work rules, the interpretation of which, by 
Federally appointed arbitrators, has led to what is gen- 
erally known as feather-bedding practices. Such prac- 
tices may be defined as one-sided working rules provid- 
ing for a system of payments for needless or unper- 
formed work, involving annual costs of approximately 
$500 million which the railroads must absorb. A gov- 
ernment-appointed commission has been looking into 
this complex problem and should hand down its recom- 
mendations by the year end. 

It is to be hoped that this commission will at least 
recommend the elimination of yard and road diesel 
firemen (passenger trains excluded) in accordance 
with the Canadian Pacific formula. In that event, Class 
I railroads may look forward to obtaining wage savings 
in excess of $200 million within the next several years. 
How soon the Brotherhoods will discover that it is to 
their advantage in approving the elimination of present- 
ly existing uneconomic practices, and thus reverse the 
sharp reduction in railroad employment (2.2 million in 
the 1920°s, 1.7 million in 1941, 1.4 million in 1950 and 
720 thousand currently) is problematical. When that 
time comes, as come it must, annual savings on the 


order of $500 million, if not more, may be realized by ~ 


the Class I carriers. 

The railroad industry has not only been plagued by 
rising labor and raw material costs, as well as by the 
competition of subsidized transporation media, but also 
by tax burdens well in excess of those of their com- 
petitors. 

Of the four important types of transportation media, 
only the railroads’ physical properties are taxed for the 
support of various government functions, such as 
schools, police and fire protection, ete. The railroads’ 
competitors—trucks, busses, barges, airplanes—pay no 
taxes on their physical facilities used since they are pub- 
licly owned. The situation is furher compounded by 
the need of the Class I railroads physically maintaining 
their properties at great cost to themselves, a cost 
avoided by these other transportation agencies, again 
because the facilities so utilized are maintained by the 
Federal, State or City Governments. 

Nor should one underestimate the extent of this bur- 
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den the railroads must bear. Fair game for City, 
County and State tax collectors, annual property taxes 
paid by the Class I carriers are estimated to exceed by 
$140 million the amount paid by other industries were 
they owners of property of like location and value. 
Stated differently, as compared with other property 
owners, railroad property is over-assessed in 31 states 
to the extent of $3.25 billion, which is not only thor- 
oughtly unrealistic but palpably unjust, if not down- 
right confiscatory and repugnant to the American con- 
cept of fair play. 

Numerous other instances could be cited relative to 
unfair tax treatment suffered by the railroads. Airports 
or barge terminals, operated either by a municipality 
or by an Authority, enjoy a tax free status. By contrast, 
railroads pay sizeable annual taxes on their stations and 
terminals, over $1 million each for the Grand Central 
and for the Pennsylvania Railroad passenger stations in 
New York City and almost $400,000 for the Union 
passenger station in Washington. Further, the railroads 
(also the planes and the busses) suffer from a 10% tax 
levied to discourage passenger travel during the war 
and to this date never repealed, whereas automobiles, 
the passenger train’s principal competitor, accounting 
for 90% of all U. S. travel, is free from such a tax. 


Additional Tax Burden 


Still another tax burden scarcely understandable ex- 
cept in terms of political pressures exercised by the 
Brotherhoods, deals with railroad retirement and un- 
employment taxes, strangling the railroads to the extent 
of some $200 million annually. Railroad retirement 
taxes are currently 2’2times, and unemployment bene- 
fits, 4 times, greater than those paid by all other cor- 
porations in the United States, notwithstanding the fact 
that in recent years, earnings of the Class I carriers 
have averaged only 2.5% of their investment, by far 
the lowest percentage return shown of all major indus- 
tries in the United States. 

Still another handicap placed on the railroad industry 
is the compulsory operation of facilities no longer prof- 
itable, principally passenger (including commutation) 
services which have involved in recent years annual 
deficits, under the Interstate Commerce Commission 
formula, ranging from $500 million to $700 million. 
While some progress is being made in reducing this 
intolerable financial burden, it is at the expense of the 
general public in that esssential services provided by 
operating passenger trains are withdrawn whenever 
local authorities permit piecemeal abandonment of such 
trains. 

The last of the important handicaps suffered by the 
railroads deal with Agricultural Commodities and Bulk 
Commodities Exemption. Highway and Inland Water- 
way Carriers are allowed to haul, exempt from regula- 
tion, numerous agricultural and seafood commodities, 
as well as coal, iron-ore, grain and other commodities 
moving in bulk, a privilege denied the railroads. It has 
been estimated that as a result of the Agricultural and 
Bulk Commodities Exemption, as much as two-thirds 
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of all inter-city truck traffic and nine-tenths of all barge 
traffic on inland waterways moves without being sub- 
ject to Interstate Commerce Commission controls. 


The problems of the railroad industry are not con- 
fined solely to those discussed in this article. However, 
such other problems as might be mentioned are rela- 
tively unimportant as compared with those already 
stressed. The rectification of major handicaps empha- 
sized herein, through providing equality of opportunity 
to the railroad industry, appears absolutely necessary if 
the financial health of the Class I carriers is ever to be 
restored. 


One minor problem, involving an unusual type of 
political pressure, deals with The Teamsters’ Union ef- 
forts to constrain railroad piggyback operations, a type 
of service which has provided one of the few bright 
spots in the railroad picture in recent years. 


James Hoffa, the Teamsters’ president, in an attempt 
to limit the growth of such railroad services has: (1) 
proposed that as of February 1, 1962, the common 
truckers in the Central States territory—and presuma- 
bly ultimately for the entire United States—absorb a 
penalty charge of $5 for every container hauled on a 
railroad flat car; and (2) reportedly has condoned vio- 
lence in allowing his Teamster members to damage 
automobiles carried on automobile rack cars. He has 
gone even further in sponsoring bills which, if enacted, 
would nullify the all too limited advantages provided 
the railroads in the 1958 Transportation Act. Happily, 
as indicated in Congressional hearings on these bills, it 
does not appear as if his legislative proposals will gain 
much support at this time. 


DIVERSE TRAFFIC TRENDS 


Briefly stated, this is the railroad problem painted in 
broad strokes. Yet for proper investor understanding, 
it must be recognized that there are definite conflicting 
trends within the railroad industry, which trends have 
existed for a considerable period of time. Such con- 
flicting trends are shown in Table C by comparing—at 
10-year intervals since 1929—ton miles hauled by four 
representative Eastern, and five representative Western 
carriers, 

These statistics reflect the extraordinary decentraliza- 
tion of industry which has taken place since 1940, or 
conversely, the marked industrial expansion in the 
South, in the Southwest, and in the Far West. Welfare 
State Concepts embodied in costly legislative enact- 
ments by such states as Massachusetts, New York and 
Pennsylvania—Michigan at a somewhat later date— 
have served to limit the economic growth in these states. 

The statistics also reflect impact of trucking competi- 
tion since distances between large centers of popula- 
tion in the East (such as New York and Boston, 225 
miles; New York and Buffalo, 400 miles; Buffalo and 
Cleveland, 200 miles) lend themselves to overnight 
service. By contrast, there are fewer large population 
centers in the West and Southwest. Accordingly, a 
larger percentage of high rated freight traffic originating 
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TABLE C — REVENUE TON MILES HAULED 


(000 omitted ) 
Percentage 
Improve- 
REPRESENTATIVE EASTERN ment 
CARRIERS: 1960 versus 
1929 1940 1950 1960 1929 
Pennsylvania ......... 48,991,173 39,755,555 49,887,040 42,779,226 12.68% (Decr.) 
New York Central(a)... 36,800,968 29,308,439 39,064,646 32,328,871 12.15(Decr.) 
Baltimore & Ohio(b).... 22,583,694 18,786,430 27,546,419 24,840,465 9.99 
Chesapeake & Ohio(c)... 25,490,905 23,467,986 30,600,217 28,852,419 13.19 
REPRESENTATIVE WESTERN 
CARRIERS: 
Southern Pacific ....... 16,485,000 17,528,000 37,316,000 43,472,000 163.71 
Western Pacific ........ 1 WoW /B eo) IM 2,064,143 3,642,223 3,636,155 131.09 
Denver & Rio Grande(d) 2,454,113 2,653,530 4,910,416 5,451,211 122.13 
ANTEC ta. cacy ileetanaienas 16,797,420 13,082,526 29,816,323 36,634,683 118.10 
Union Pacific(e) ....... 14,981,642 14,060,393 30,255,786 S1E532583 110.48 


(a) Pro-forma representing acquisitions since 1929, including the Michigan Central. 


(b) Pro-forma representing various acquisitions including the Buffalo, Rochester and Pittsburgh in 
1930, the Toledo and Cincinnati in 1944 and the sale of the Alton Railroad in 1945. 


(c) Pro-forma reflecting merger.with the Pere Marquette in 1947. 
(d) Includes the Denver and Salt Lake Railway Company and the Denver & Salt Lake Western 


Railroad reorganized and merged into the Rio Grande on April 10, 1947. 
(e) Including the St. Joseph and Grand Island acquired by lease in 1936. 


(Decr.) Decrease. 


in the East has proven more susceptible to truck diver- 
sion. 

These two diverse trends, a marked traffic expansion 
in the West and a marked traffic decline in the East, 
have taken place simultaneously. So serious has been 
this traffic decline in the East occasioned by the twin 
forces of truck competition and handicaps created by 
Welfare State Concepts which have so limited industrial 
expansion in areas in which the bulk of U. S. manufac- 
turing facilities had previously been located, that most 
carriers operating in the Eastern sector have suffered 
sizeable operating losses in recent years and in some 
instances, their solvency is actually being threatened. 

In the face of these almost super-human obstacles, 
the railroad industry is fortunate that its plight was rec- 
ognized in 1958 by the Congress, the latter then enact- 
ing legislation favorable to the railroads. This legisla- 
tion (usually described as the Transportation Act of 
1958) granted the railroads a certain measure of free- 
dom in rate making by providing that the rates for one 
form of transportation shall not be held up to a given 
level in order to protect the traffic of another form of 
transportation. Were it not for this change in the politi- 
cal climate, supplemented by more sympathetic treat- 
ment afforded the carriers by various City and State 
officials, we would question the wisdom of holding 
any railroad equities whatever other than for relatively 
short periods when favorable cyclical movements of 
general business find their reflex in rising earnings of 
most carriers accompanied by rising railroad equity 
prices. 

Fortunately, the political climate has been changing, 
slowly but nonetheless surely, and the railroads have 
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been receiving more sympathetic treatment on the part 
of City, State and Federal bodies. This changing poli- 
tical climate has been manifesting itself in many ways. 
In the East, the Massachusetts Department of Public 
Utilities has allowed the discontinuance of commutation 
services on the Old Colony, as well as a reduction in 
the number of trains operated by the Boston & Maine; 
in New Jersey, contributions from the State Treasury— 
admittedly far too small—have been made which serve 
to reduce the financial burdens of the commutation rail- 
roads in that State; in Philadelphia, an Authority has 
been formed, the purpose of which is to subsidize com- 
mutation services and it is expected that within several 
years, this Authority will absorb the present out-of- 
pocket commutation losses being suffered by both the 
Pennsylvania and the Reading; and in New York, the 
State authorities have taken several steps to rectify 
existing tax inequities suffered by the railroads operat- 
ing in New York by: 


(1) Aiding communities to reduce the assessed valu- 
ation of railroad owned property by refunding to each 
community such tax revenues as were lost in such ad- 
justment of property revaluation. 

(2) Refunding to individual communities specific 
sums for tax relief. New York City, for instance, will 
reduce New York Central’s annual tax bill progressively 
until 1962 when it will be approximately $7.5 million 
less than in 1959, such funds being provided out of the 
State Treasury. 


Another manifestation of this changing political 
climate is the aid granted by the states of New York, 
Connecticut, Rhode Island and Massachusetts to the 
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New Haven Railroad. These states have combined to 
reduce the New Haven’s tax bill by $7.5 million annu- 
ally, doubtless spurred on by the views expressed by 
the Commission: “It seems apparent that the New 
Haven can no longer bear the burden of state and local 
taxation as it formerly could do when it enjoyed a 
virtual monopoly of traffic in southern New England.” 


Going still further, the Commission went so far as to 
state that bankruptcy would not cure the New Haven 
ills. Recognizing that the railroad problem of the 1960’s 
cannot be solved by reorganization techniques employed 
in the 1930’s when fixed charges were drastically scaled 
down, the Commission now asks for financial sacrifices 
of groups other than bondholders: “Whatever develops, 
preservation of the essential transportation services of 
the New Haven will depend in the final analysis upon 
the effort made by all who have a stake in the carrier’s 
survival.” It will be interesting to see whether other 
states follow the lead of New York, Connecticut, Rhode 
Island and Massachusetts in relieving the abnormally 
heavy tax burdens of railroads operating in their areas, 
and, importantly, whether the Commission’s present 
viewpoint suggests future government operation of cost- 
ly commutation services, possibly through the medium 
of an Authority. 


Some Gains Made 


Indications of a changing political climate have not 
been limited solely to tax forgiveness granted the hard- 
pressed carriers operating in the Northeastern sector of 
the country. Such aid has come in the form of the Com- 
mission interpreting the Transportation Act of 1958 
somewhat more liberally than possibly might have been 
expected and allowing the railroads—not complete rate 
freedom as they would like — but nonetheless some 
measure of rate flexibility. Admittedly, from the rail- 
roads’ point of view, these decisions have not gone far 
enough; and in several instances, it appeared as if the 
old “rate umbrella” concept still dominated Commission 
thinking. Yet, on balance, Commission decisions of the 
past several years have allowed the carriers to retain, 
and in many instances regain, traffic from the barge 
lines and the truckers, so much so that both of these 
groups have been most voluble in their criticism of such 
Commission decisions. 

_ Another indication of favoring political winds is the 
comprehensive report on the National Transportation 
Policy put out by a special study group of the Senate 
Interstate and Foreign Commerce Committee headed 
by General John P. Doyle, a transportation specialist. 
Among other transportation concepts, this important 
report supports the need of user charges, calls attention 
to the discriminatory taxation of the railroads, and in 
general is highly sympathetic of, and approves, the con- 
cept of diversification. 

Paralleling these more favorable rate concepts is a 
changed philosophy of traffic solicitation and of traffic 
costing on the part of certain more progressive rail- 
roads. One carrier in particular is reversing the gene- 
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rally accepted policy of having its operating department 
determine the frequency of train schedules, with all such 
schedules now tailor made in accordance with shipper 
requirements. Additionally some railroads have been 
making available to shippers, special cars to meet their 
individual needs and have been increasing their supply 
of containers and of piggyback cars. Probably the most 
dynamic concept is a container carried on a flat car at 
passenger car speeds, permitting fourth morning coast 
to coast service. Such containers would also be avail- 
able for transfer to ships for export service at market 
savings in cost through elimination of various stevedore 
featherbedding practices. This prospective traffic revo- 
lution is one of the bright spots in the railroad situation 
of today. 


OPERATING SAVINGS FROM NEW TECHNOLOGIES 


Railroad improvements are not limited to those in the 
traffic field. In coming years, railroads may effect large 
economies through use of the fully automatic locomo- 
tive, now in use by privately owned railroads; and in 
further installations of Centralized Traffic Control, of 
automatic gates and of electronic classification yards. 
Accounting savings, particularly if large scale mergers 
are permitted, could loom large, and largest savings of 
all, joint operation wherever two or more railroads 
operate long stretches of parallel track, may well be 
achieved through their co-operative efforts. 


The Four Freedoms 


There are of course many questions to be resolved, 
questions which vitally concern the railroad industry, 
and which have been dramatically described as the 
“Four Freedoms” by the Association of American Rail- 
roads. These freedoms may be described as: 


Freedom from discriminatory regulation. 
Freedom from discriminatory taxation. 
Freedom from subsidized competition. 


Freedom to provide a diversified 
Transportation System. 


The first three of these freedoms have already been 
discussed, and nothing further need be said with regard 
to the essential need of the railroads being given equal- 
ity of treatment with other transportation media on 
hauling Agricultural Commodities and Bulk Commodi- 
ties Exemption, nor of the need of restoring equality of 
tax treatment. Imposition of user charges appears the 
sole solution of this complex problem, although vested 
interests will continue to fight hard—as is now evident 
from testimony being given during present Congres- 
sional hearings—to avoid such imposition. 

One point not previously mentioned, however. might 
well be stressed; namely the question of depreciation of 
railroad facilities. As contrasted with Treasury treat- 
ment allowing aeroplanes to be depreciated in five years, 
and trucks from six to seven years, a period of 28 years 
is required before a freight car may be fully depreciated, 
and 25 years for yard diesels and 20 years for road 
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diesels, even though the economic life of a diesel may 
be for only a period of from 12 to 15 years. Other fixed 
properties are saddled with depreciation schedules 
ranging up to 80 years. Obviously this treatment 
afforded the railroads is most discriminatory and fails 
of its original purpose in recovering the industry’s orig- 
inal costs, since a $2,500 freight car purchased in 30’s, 
if replaced with a $10,000 car, requires $15,000 addi- 
tional capital investment, $7,500 additional for the car 
itself, and $7,500 required to pay Federal income taxes 
on the balance required whenever such new cars are 
purchased. 

The railroad industry has been seeking Congressional 
approval for a Construction Reserve, whereby funds 
would be segregated for the purchase primarily of new 
equipment. Such a reserve would provide both the in- 
centive and the means for modernization of the industry, 
so vitally needed today. Monies placed in a reserve 
could be deducted from the carrier’s Federal tax pay- 
ments provided they were spent within a period of five 
years. As in the case of accelerated amortization of the 
mid-50’s, a Construction Reserve would not mean tax 
forgiveness, but only tax deferral, so that the Treasury 
would not lose, on balance, any tax revenues over a 
period of a decade or more. 


Rails Need Greater Freedom 


One of the more important freedoms sought. Free- 
dom to Diversify, warrants further treatment in view of 
the importance of this subject. In the United States, 
railroads are not permitted to diversify. Whereas truck- 
ers may acquire railroads and barge lines; whereas barge 
lines may acquire railroads and truckers; whereas air- 
lines may own and operate any form of transportation; 
the railroads are not allowed to acquire either barge 
lines or airlines, or for that matter operate truck lines 
without crippling restrictions. The railroads operating 
in the United States should be permitted, as in Canada, 
to be an integral part of a Transportation System. 

Our neighbors to the north, in adhering to more in- 
telligent and more enlightened regulatory practices, have 
a lesson to teach us in the United States we might well 
heed. For in Canada, The Royal Commission on Trans- 
portation has recommended that the Canadian railroads 
—-principally the Canadian National Railway (govern- 
ment owned) and the Canadian Pacific Railway (pri- 
vately owned )—be indemnified for services not paying 
their way, a sum of $98 million for the first year, and 
tapering downwards for the succeeding four years. Such 
indemnity—equivalent to that of $810 million for the 
Class I railroads in the United States—would compen- 
sate for losses in operating certain passenger services 
and light densely branch lines and in absorbing large 
losses by being forced to haul wheat at 1897 rates in 
accordance with contracts signed at that time. In brief, 
the Royal Commission is providing the Canadian rail- 
ways with a breathing spell pending the gradual lifting 
of control shackles, now so burdensome even though 
justifiable when the railroads enjoyed a preferred mo- 
nopoly position some 40 or more years ago. 
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RAILROAD MERGERS 


Possibly the area of greatest savings for the larger 
Class I carriers lies in the field of mergers, since the 
expenditure of some $160 billion of Federal funds for 
competitive transportation facilities have resulted in 
some 60,000 of the nation’s 220,000 miles of main line 
being transformed to a marginal status, only 2% of the 
industry’s ton miles now being carried on 30% of the 
industry’s mileage, in marked contrast to 50% of the 
industry’s ton miles being carried on only 10% of the 
industry’s mileage. 


Mergers proposed by the regulatory authorities are 
nothing new. Numerous Committees and individuals 
(the Prince Plan being typical) over the past 40 years 
have outlined plans for nation-wide mergers, most of 
which having been non-realistic in that at no time could 
such merger plans have gained the approval of stock- 
holders, shippers, or even of the regulatory authorities. 
Yet despite these continuing handicaps operating to 
preclude consummation of large scale mergers in past 
decades, today the situation is quite different, for the 
first time since the creation of the Interstate Commerce 
Commission in 1887, the political climate does provide 
a sympathetic background for large scale mergers. 


However, we must emphasize that several hurdles 
must be overcome before presently proposed mergers 
become a reality. Railroad corporate structures are 
most complex necessitating detailed studies before all 
groups of security holders can agree to satisfactory 
exchange terms. Additionally, there are a number of 
outside parties, including labor unions, shipper organi- 
zations, and organizations representing commuters and 
local interests, waiting to be heard and become aggres- 
sive protestants should they consider themselves badly 
treated. Lastly, there are the regulatory authorities to 
be considered: the Securities Exchange Commission 
whose function in a railroad merger is to approve proxy 
material; the Interstate Commerce Commission whose 
function is full jurisdiction in all other financial areas; 
and the Justice Department, which takes unto itself 
certain police functions in connection with merger pro- 
ceedings, even though under present laws, that depart- 
ment is powerless to enforce its own findings. 

And yet, despite these imposing hurdles, the merger 
log jam was definitely broken in 1959 when the Vir- 
ginian was allowed to merge with the Norfolk and 
Western; and in 1960 when such mergers as between 
the Soo Line, Wisconsin Central and the Duluth, South 
Shore & Atlantic; as between the Erie and the Lacka- 
wanna; and as between the Chicago and North Western 
with the Minneapolis & St. Louis, were approved by the 
Commission. 


Successful Mergers Anticipated 


Despite possible further delays occasioned by labor 
and Congressional pressures, we nonetheless anticipate 
ultimate successful consummation of such proposed 
mergers as those involving the Atlantic Coast Line with 
the Seaboard Air Line; the Norfolk and Western with 
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the New York, Chicago and St. Louis (Nickel Plate); 
the Great Northern, the Northern Pacific with the Chi- 
cago, Burlington and Quincy (Burlington). Addition- 
ally, the Chesapeake & Ohio has filed an application 
before the Interstate Commerce Commission to acquire 
control of the Baltimore & Ohio with an ultimate view 
of merging both properties, and both the Santa Fe and 
the Southern Pacific have each filed opposing applica- 
tions before that body to acquire control of the Western 
Pacific. Studies are being processed leading to other 
large scale mergers, involving the Chicago, Milwaukee 
and St. Paul (Milwaukee) either with the Chicago and 
North Western, the Chicago, Rock Island and Pacific 
(Rock Island), or possibly with still a third carrier; the 
Rock Island with the Missouri Pacific; the Illinois Cen- 
tral with either the Missouri Pacific, or the Union Pacific 
or both. Still other merger plans are likely to be an- 
nounced over coming months. 


Such is the financial crisis of the railroads today that 
were a number of key carriers allowed to go into bank- 
ruptcy—the admitted insolvency of the New Haven has 
been staved off through an injection of government 
guaranteed loans into that carrier’s financial blood- 
stream — the Commission’s regulatory policies would 
probably be blamed for such untoward results. The 
ICC might even be criticized for having actually regu- 
lated the railroads into bankruptcy. In fact, of all regu- 
latory Federal agencies, the Interstate Commerce Com- 
mission appears to have most to lose were forced 
nationalization the consequence of the railroads’ present 
financial plight, since nationalization would reduce the 
Commission to a second grade status among such regu- 
latory authorities. Therefore, it may well be that the 
Commission will be compelled to follow the precedent 
established by the Civil Aeronautics Board when for 
almost identical reasons, that body was virtually forced 
to approve the merger between Capital Airlines and 
United Airlines. 


Accordingly, should this reasoning prove correct, in- 
vestors may confidently look forward to Commission 
approval of such merger plans as have already been 
promulgated, plans which may be the forerunners of 
still larger mergers and which may well serve to reduce 
the number of important Class I railroads from a pres- 
ent approximate 85 to an ultimate 10 or 12 large 
regional Systems. 


Commission approval of the Norfolk-Nickel Plate 
merger, involving at the same time the leasing of the 
Wabash, might well be followed by a merger between 
the Pennsylvania and this enlarged affiliate, thus form- 
ing a giant system, largest in the country. Such a con- 
solidation might also include other carriers now con- 
trolled by the Pennsylvania, namely, the Lehigh Valley, 
and the Detroit, Toledo & Ironton. It is in the light of 
these possible developments that New York Central’s 
rear guard action in attempting to force itself into the 
proposed Chesapeake & Ohio-Baltimore & Ohio orbit 
may be explained. 


Broadly speaking, there are two types of mergers, 
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those involving properties possessing parallel mileage 
and duplicate facilities, and those which may be de- 
scribed as an end-to-end combination. Admittedly, end- 
to-end mergers do not provide savings quite as large 
as those obtainable where duplicate facilities may be 
eliminated. Yet such savings obtainable through more 
efficient and more economical uses of motive power, 
more effective car utilization, less per diem, consolida- 
tion of repair shops and of accounting and sales facilities 
should not be minimized. They could well be of con- 
siderable magnitude. 


To what extent do railroads benefit when surplus 
track is abandoned? Maintenancewise, savings on the 
order of $3,000 per mile are realizable annually. Cash- 
wise, abandonment should provide the railroads with 
$5,000 per mile in salvaged material, and in certain 
other instances, an already fully graded right of way 
may well be sold to advantage to the State or County 
authorities. For example, the Boston and Albany re- 
cently contracted to sell to the Massachusetts Turnpike 
Authority, eleven miles of right of way (retaining for 
its own use two of its four tracks in that stretch of mile- 
age) for $8 million. This sale should be consummated 
when the Authority finally sells its bonds to finance the 
construction of this segment of the Turnpike. Still fur- 
ther, large scale abandonment of surplus facilities pro- 
vide the railroads with almost automatic worthwhile tax 
credits, which serve to reduce the newly merged com- 
pany’s Federal Income tax bill—assuming one of the 
merger railroads is prosperous and is itself subject to 
sizeable Federal Income taxes — by providing carry 
forward tax credits applicable against future profits for 
a period of five years. Additionally, such abandonments 
free large parcels of real estate for industrial, commer- 
cial or even residential projects. Such properties. fre- 
quently become increasingly valuable as central down- 
town city areas are rehabilitated. 


Surprisingly enough, merger developments have not 
been reflected to date by any worthwhile market ad- 
vances. Market skepticism, due to a combination of 
interminable delays and difficulties in working out 
merger terms acceptable to the majority of sharehold- 
ers, has thus far operated to dampen market enthusiasm. 
Yet merger developments do provide a potentially ex- 
plosive market force, and investors would be well ad- 
vised to watch current developments carefully. 


PROPERTY VALUES AND OTHER INCOME 


Still another area where substantial cash income may 
be generated at an increasing rate over the years is 
through large scale ownership of property acquired in 
the center of our larger cities many years ago when such 
cities were relatively small and unimportant economi- 
cally; and property acquired in outlying areas of the 
larger cities to induce such industries as might generate 
a large volume of railroad freight to build or expand 
their plants on such sites. Through such acquisitions of 
strategically located acreage, the railroads in many in- 
stances have become the beneficiaries of the great land 
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boom of the past decade and profited greatly thereby. 
Other valuable assets acquired by the larger railroads 
include oil or mineral bearing lands, pipe lines, and 
securities of other railroads. 

Of the Class I railroads, Northern Pacific is the largest 
single property owner, controlling some 8,000,000 acres, 
followed closely by the Union Pacific with 7,000,000 
acres and the Southern Pacific with 5,200,000 acres. 

The Northern Pacific owns large tracts of lumber, 
which, conservatively appraised at $15 per 1,000 board 
feet on the stump, may well be valued at $100 million. 
Additionally, some 3,000,000 of this carrier’s acres are 
located in the rich oil bearing Williston Basin, from 
which were derived, last year, some $7.38 million be- 
fore expenses and Federal Income taxes, and conse- 
quently may well be valued in excess of its lumber 
holdings. 


Union Pacific’s Large Oil Income 


The Union Pacific derives large earnings from oil, 
larger than any other Class I carrier in the United 
States. Such earnings loom large in Union Pacific’s 
overall operations, $22.09 million pre-tax being derived 
from this source in 1960 and with far better results 
likely in 1961. Already earnings from exploiting its 
oil properties in the first four months in 1961, $9.84 
million, have exceeded those of the corresponding period 
a year ago, $6.40 million, by $3.44 million, or by 
53.77%. Such earnings annualized for the full year 
would amount to $29.5 million. Bulk of Union Pacific’s 
oil income is derived from its Wilmington, California, 
its Rangely, Colorado, and its Green River (principally 
Patrick Daw) Wyoming fields. The Church Buttes and 
Table Rock fields in Wyoming also provide Union 
Pacific with income from natural gas. 

The Santa Fe also derives important revenues from 
the fully owned Chanslor—Western Oil and Develop- 
ment Company (including its subsidiaries), much of 
whose income is derived from oil. In 1960 this sub- 
sidiary earned $10.82 million pre-tax ($6.76 mil- 
lion after taxes) from its properties located in Cali- 
fornia and in Texas. Sante Fe also owns a con- 
trolling interest in Kirby Lumber Co., which has valu- 
able lumber as well as oil and natural gas properties in 
Louisiana and in Texas. In addition to dividends of 
$807,000 received from its 81% controlled holdings of 
Kirby Lumber, an equity of some $650,000 in that 
subsidiary’s undistributed earnings accrued to Santa Fe’s 
benefit in 1960. 

Southern Pacific no longer possesses as sizeable oil 
bearing acreages as was once the case, having distrib- 
uted most of such properties to its stockholders in the 
early 1920’s. Some properties retained, however, have 
enabled Southern Pacific to report modest revenues, 
income derived from its oil bearing lands amounting to 
$2.9 million in 1960, in line with results of several 
previous years. Earnings from its pipe lines are of 
somewhat greater importance, $4.5 million in 1959 and 
$4.3 million in 1960. Further growth in pipe line earn- 
ings are expected over coming years. 
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Air Rights Valuable 


Illustrative of the value of railroad owned property 
located in our more populous cities are the air rights 
leased by the New York Central in the Grand Central 
area. In 1960, New York Central derived revenues of 
$12.5 million, less expenses, from such air rights, and 
within a decade, additional income from the Union 
Carbide and Pan American buildings, as well as from 
large apartment developments to be built over its Mott 
Haven Coach Yard in the Bronx, and over its West Side 
freight yard in Manhattan, should increase this sum 
substantially, to well over the $18 million level. New 
Haven also obtains worthwhile revenues from its share 
of Grand Central area rentals, $5.4 million in 1960, a 
sum which looms large in New Haven’s unhappy finan- 
cial picture. 


Another railroad benefiting greatly from large realty 
ownership is the Chicago and North Western which 
owns surplus Chicago real estate, no longer needed in 
its railroad operations, and valued at $40 million. Sales 
of a portion of such properties swelled North Western’s 
coffers to the extent of $5.08 million in 1960, and in 
1961, this company’s cash intake may be augmented by 
the sale to the City of Milwaukee of its lake front prop- 
erty for some $13 million. 


Other railroads possessing valuable properties include 
the Illinois Central in Chicago and the Pennsylvania in 
Philadelphia. Illinois Central has already sold, and/or 
has contracted for, the sale of, air rights involving some 
$40 million and retains properties in the Chicago Loop, 
as well as south of its station at 12th Street, with an 
estimated value of $150 million. Pennsylvania’s sale- 
able properties are not located solely in Philadelphia, 
owning as it does valuable acreage located in all of the 
larger cities served by this carrier. However, razing of 
its old Broad Street station in downtown Philadelphia 
several years ago released valuable property on which 
has already been located several new office buildings, a 
hotel, and a co-operative apartment. Further exploita- 
tion of this valuable land is promised. Already many 
millions has been derived from the sale and/or lease of 
these properties, and Pennsylvania should obtain addi- 
tional millions over coming years as this area is further 
developed. 


Pipe lines are becoming an important source of in- 
come to certain Western carriers. As previously pointed 
out, Southern Pacific derived earnings of $4.3 million 
from its pipe line operations in 1960. Great Northern, 
which completed a pipe line late in 1960, extending 
from certain Williston Basin fields to tank car loading 
facilities located at Minot, North Dakota, should report 
worthwhile earnings from operating this pipe line in 
1961. Northern Pacific also has an interest in a pipe 
line, albeit a small one, and earnings are quite neg- 
ligible. Such interest is a 10% ownership in the Butte 
Pipe Line Co. The Missouri-Kansas-Texas (the Katy) 
acquired several years ago an 18.7% interest (342,334 
shares) in the Mid-America Pipe Line Co. which in- 
interest, at current prices of $23 per share, is valued at 
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some $7.9 million, a substantial windfall for this cash- 
starved railroad. 

The Bangor & Aroostook owns a 12% interest in 
the St. Croix Paper Co., and in order to accelerate its 
diversification program, formed a separate company in 
1960 to engage in non-railroad activities. This com- 
pany would not be subject to restrictive limitations now 
applicable to all Class I railroads. Such a diversification 
program as planned, which might well include acquisi- 
tion of companies ranging from those engaged in con- 
sumer financing to those manufacturing food products, 
could well be the forerunner of similar future plans 
inaugurated by other railroads. 

Air freight is gradually attracting the attention of sev- 
eral railroads, the Chesapeake & Ohio having purchased 
$3.3 million of Slick Airways, Inc., 5% Convertible 
Debentures, convertible at $5.00 per share (current 
quotation $9.50 per share), and the New York Central 
will probably exercise shortly an agreement to purchase 
$5 million, 15-year 512% Promissory Notes of the 
Flying Tiger Line Inc. These obligations are to be 
convertible into common at $19.05 per share initially 
(current quotation $16.75 per share). 

Interest of the railroads in this potentially rapid grow- 
ing field would doubtless be accelerated should the Con- 
gress pass legislation allowing the carriers to acquire, 
without restrictions, transportation media in other fields. 


Other Income 


There are numerous railroads which over the years 
have acquired large blocks of equities of other carriers. 
Possibly the outstanding example is that of the Penn- 
sylvania which owns 2,397,284 shares of Norfolk and 
Western, which at current prices of 110, is worth $263.7 
million, equivalent to $20.03 for each of Pennsylvania’s 
13,167,000 shares. Should the Commission approve 
the merger of the Norfolk with the Nickel Plate, the 
former would lease the Wabash from the Pennsylvania 
and in due course exchange—should the latter railroad 
so choose—its 598,186 Wabash shares for 675,000 
Norfolk shares, in which case the Pennsylvania would 
own additional Norfolk and Western shares worth 
$5.63 per Pennsylvania common share. Combined value 
of its present and prospective Norfolk and Western 
shares is therefore $25.66 per Pennsylvania common 
share, as compared with current quotations of the latter, 
of $14.00. 

Ownership of 33.8% of Louisville & Nashville com- 
mon stock is a valuable asset to the Atlantic Coast Line 
as is the ownership of a 23.0% interest in the Illinois 
Central by the Union Pacific, and of an almost 98% 
interest in the Burlington by the Great Northern and the 
Northern Pacific jointly. Ownership of a controlling 
interest in the Texas Pacific, and in the American Re- 
frigerator Transit, as well as the Missouri-Illinois, pro- 
vide worthwhile income to the Missouri Pacific, while 
joint ownership of the valuable Pacific Fruit Express 
swell revenues of both the Union Pacific and the South- 
ern Pacific importantly. Correlatively, benefits from 
such a controlling interest to both of these carriers are 


64 


derived from large revenues obtainable in hauling pro- 
duce from California eastward in Pacific Fruit’s 39,000 
refrigerator cars. 

Probably the best example of diversification of trans- 
portation interests is that of the Canadian Pacific. 
Operating almost wholly within the confines of the 
Dominion of Canada where no restrictions exist with 
respect to ownership or control of one transportation 
system by another, Canadian Pacific owns the largest 
truck line in the Dominion; owns steamships sailing on 
both the Atlantic and the Pacific Oceans, with some 
local inland services also operated; holds title to mineral 
rights in 11.3 million acres of oil bearing lands in both 
Alberta and in Saskatchewan yielding net income of 
$3.8 million in 1960; owns a chain of commercial and 
tourist hotels including world famous Louise and Banff; 
owns telegraphic and radio communication facilities; 
owns an airline service extending from Vancouver to 
Australia westward, from Vancouver to Buenos Aires 
southward, from Vancouver to Europe northward over 
the North Pole and from Vancouver to Montreal east- 
ward; and lastly, this system owns a 51.5% equity in 
what is probably the greatest lead-zinc mining company 
in the world, namely, Consolidated Mining & Smelting. 
Canadian Pacific also obtains oil royalties from mineral 
rights retained from lands previously sold. This latter 
is common practice in the United States. 

Income derived from these outside activities loom 
large in the financial picture of many railroads. For the 
larger and more important carriers, the percentage of 
Other Income derived from these miscellaneous assets 
as related to actual net income reported is shown in 
Table D. 


TAX CREDITS 


Taxwise, the railroad industry occupies a favored 
position by reason of archaic depreciation policies im- 
posed on the railroads by the Treasury. As a conse- 
quence of such non-realistic depreciation, whenever any 
facilities are retired, large tax credits are created through 
charging off against earnings the undepreciated portion 
of such facilities. Such archaic tax policies even make 
acquisition of other properties possible at virtually no 
cost to the acquiring railroad, particularly if the prop- 
erty acquired is operating at a deficit and the acquiring 
railroad operates at profitable levels. Chicago and North 
Western’s acquisition of the Litchfield and Madison, 
and of the Minneapolis & St. Louis, are cases in point, 
as will be Chesapeake & Ohio’s acquisition of the Balti- 
more & Ohio—assuming Commission approval—were 
the former able to acquire 80% of the stock of the 
latter, a percentage necessary of attainment to make 
possible consolidation of the two railroads’ tax returns. 
Such 80% control might also make possible a tax free 
exchange of securities between two railroads. 

Should the Commission approve all mergers pres- 
ently proposed, and at the same time allow large scale 
abandonments of facilities as a means of permitting 
maximum merger savings, then for many years many 
of the Class I railroads would not be subject to any 


FINANCIAL ANALYSTS JOURNAL 


TABLE D 


Pennsylvania Railroad (System) (a)........ 
Baltimore & Ohio Railroad............... 
Chicago, Milwaukee, St. Paul & Pacific Railroad 
New York Central Railroad (System)...... 
Northern Pacific Railway..... SiO CO 
Atlantic: Coast) Line: Ratlroad: .. saaca. es ss 
Chicago, Rock Island & Pacific Railroad.... 
Southern Pacific Company (System)....... 
Wypion PaciiceR ailroadcney as tt. rately « 2 «3 


Great- Northern: Ratlwayien' o.oo. oete os wes 
Canadian Pacific Railway................ 
allinors ‘Central Ratlroade crue 2 ieie selene sons 
St. Louis & San Francisco Railway......... 
Atchison, Topeka & Santa Fe Railway...... 


(a) Before Miscellaneous deductions 
(b) On Class “A” stock 
(d) deficit 


Federal Income tax payments, other than payments on 
intercompany dividends. The railroad industry is unique 
in possessing such tax advantages, since similar oppor- 
tunities in other industries are relatively rare. 


Greater Public Awareness 


Surely it cannot be said that over the years the rail- 
roads have obtained sympathetic treatment by the press, 
by academic institutions, or by the Congress. Yet the 
ills on which the industry has fallen—not of its own 
choosing—had led to a marked change in the political 
climate to which we have called attention in this study. 
Gradually the press and certain academic institutions 
have followed the lead of the Congress and other public 
bodies in presenting a fairer analysis of the railroad 
problem and at the same time advocating well consid- 
ered solutions of this most complex situation. Witness 
the comments of one of the nation’s largest weeklies, 
Life magazine. In one of its recent issues, this publi- 
cation stated: 


Our great transcontinental network of 220,000 miles of 
railroads is vital to everything that moves, to feed us, 
house us and protect us. Yet Americans, who depend so 
much on this system, have been doing what enemy sabo- 
teurs have never been able to do; namely, cripple and 
threaten to destroy it. 


By outdated laws and regulations, by discriminatory 
taxes on railroads and by subsidies to their competitors, 
we have been crippling this vital network almost as effec- 
tively as if we were blowing up the tracks. Indeed some 
8,440 miles of trackage has been torn up or abandoned 
since World War II’s end and 20 railroads have discon- 
tinued all passenger service. 


The fundamental choice the nation confronts is whether 
to let the profit incentive go back to work in the industry 
or conclude that it can’t work and put railroads under 
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1960 1960 1960 
Net Income Other Income Other Income 
Per Share Per Share asa % of 

Common Stock Common Stock Net Income 

$0.09 $3.25 — 
0.08 2.60 — 
0.60(d) 1.69 —- 
0.71 Shey) 504% 
3.10 3332 107 
4.02 3555 83 
2.06 1.44 70 
2.41 11535) 64 
WTI) 1.65 60 
6.32(b) 3.76(b) 59 
3.41 73 51 
1.81 0.87 48 
3.56 ETAL 48 
2.61 1.07 41 
1.87 0.65 35 


government subsidy or control. Life believes that the first 
should be given a fair trial before the second is even 
considered. 

At present the profit incentive is stifled because the rail- 
roads control neither their costs (importantly because of 
featherbedding), nor their prices (because of ICC regula- 
tions), nor do they have a monopoly to offset these dis- 
advantages. 

The quickest way to put the profit incentive to work 
would be to take ICC control off their price floors. The 
nature of railroad economics is such—per employee they 
can carry six times as much freight as trucks, and per 
gallon of fuel, three times as much; also they can increase 
their total loads without much increase in cost—that they 
could quickly get back the traffic they can haul profitably. 
Gradually, profits could then give them the margin they 
need for (1) modernizing and experimenting and (2) at- 
tracting bolder, more aggressive brains to management. 
When such bold managers proved they could breathe new 
life into the industry and increase its volume, unions might 
find more jobs being created and feel less need for feather- 
bedding. 

Passenger service, particularly commuting, is going to 
become vitally important as traffic jams and inadequate 
parking make other forms of transport increasingly un- 
realistic. To save this service, states and cities are going 
to have to reduce some of the tax burdens the railroads 
carry. It may be necessary, eventually, for the U. S. gov- 
ernment to develop (as it has done for air transports) the 
prototype models of swifter, or revolutionary, equipment. 

Above all, we need a truly national policy for all trans- 
port—one which would encourage integration of diversified 
forms—air, highway, waterway and rail. It would allow 
mergers where they make sense. We could get more of 
the freight “boxcars” off the highways, where they incon- 
venience and imperil the public, onto railroad “piggybacks” 
which can haul them most places cheaper. It would repeal 
rules based on long-gone days, when the railroads were a 
monopoly. 

The U. S., which has helped Western Europe and many 
developing nations build modern railroad systems, virtu- 
ally alone among industrial nations is neglecting its own. 
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Unless our exploding population is going to choke itself to 
death, we can no longer afford this neglect. 


Professor Bonbright of Columbia University, an au- 
thority on Public Utility Rates, is representative of con- 
structive thinking emerging in academic circles. In his 
recent book Principles of Public Utility Rates, Professor 
Bonright succinctly defines the railroad problem and 
recommends certain constructive rate policies, which 
would quickly alter the railroads’ present financial 
plight, should the Commission adopt such policies in 
regulating the Class I carriers. 


e@ Railroads provide the most economical means of haul- 
ing the bulk of the nation’s freight traffic and must be kept 
in service. 

@ Railroads must have a constant inflow of private in- 
vestment capital—an inflow which is not adequate now, 
and cannot be until railroad net earnings are at least 
double the miserly 3% or less, recorded in recent years. 

@ Unless and until the essential railroads are earning a 
return adequate to attract a liberal inflow of new capital, 
then it is contrary to the public interest to deny them the 
right to make any competitive rates they see fit—which 
will clearly more than defray direct costs and make a net 
contribution to constant costs (and hence to net earnings). 
Government cannot concede that railroad service is essen- 
tial and, at the same time, deny it the means of continued 
existence. 

e Efficient railroad service being essential to the public 
welfare, it is contrary to the public interest to regulate 
railroads more restrictively than other common, contract 
and private carriers competing with them for traffic. It is 
absurd to deny common carriers the right to discriminate 
in their pricing as between dependable and sporadic pa- 
trons (a right all electric utilities exercise in their pricing). 

e The kind of costs appropriate to apply in regulating 
minimum competitive rates are, emphatically, not so-called 
“fully distributed costs,’’ but are, rather, the direct costs 
that will be incurred in moving the sought-after traffic, and 
which would be saved if the traffic does not move. 

@ In determining which of several modes of transporta- 
tion is the “low-cost carrier,” regulators must calculate 
the costs of each in a uniform manner. It is anti-economic 
to omit fixed-plant costs of one form of transportation and 
include them in cost estimates of other carriers. 


Even official Washington appears to ooze some mea- 
sure of good will towards the railroad industry. Clarence 
D. Martin, Jr., Under Secretary for Commerce, in a talk 
in San Francisco on May 20th, recommended: 

That current regulations which provide government 
transportation at privileged rates should be amended. 

That present-day exemptions from common-carrier 
regulations which favor limited sectors of our economy 
be modified. 

That the rule of rate-making in the Interstate Com- 
merce Act be further modified and made more flexible. 

That action combining specific immediate steps to 
help the common carrier, with other steps that will lay 
the groundwork for future actions, should be taken 
without delay. 

Mr. Martin went so far as to say: “We are consider- 
ing proposals for revision of our tax laws to make 
possible more capital for railroad expansion. This might 
take the form of reducing the allowable depreciation 
periods. Actually, this might not be enough to solve the 
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problem. A construction reserve fund should be con- 
sidered. The special needs of the industry for large 
accumulations of capital may make it necessary to con- 
sider this kind of tax incentive. The greater efficiency 
resulting from the capital improvements should over the 
period of time increase the tax base of the industry so 
that the government should gain by this process. . .” 

It is indeed encouraging for investors in railroad 
securities to find allies—even so late in the day, so to 
speak—in promulgating necessary changes in treatment 
to allow the railroads to recover some measure of their 
former investment esteem. 


CONCLUSION 


Statistics in tables at the conclusion of this article, 
covering 1960 operations for a selected list of the larger 
and more important carriers, indicate that five compa- 
nies—one fewer than in 1959—were able to report 
pre-tax operating margins of over 20%, with the Nor- 
folk and Western, reporting an amazing 37.99%, close- 
ly followed by the Pittsburgh & Lake Erie, with a gross 
profit margin of 35.10%. Few of the most avidly 
sought after “blue chip” industrials are able to report 
pre-tax profit margins of this magnitude. On the other 
hand, twenty-two carriers—eight more than in 1959— 
were unable to report a pre-tax profit margin of 6%, 
with several railroads actually reporting deficits. Such 
a wide deviation in financial results of the various car- 
riers reaffirms the need of continuing selectivity in singl- 
ing out issues for investment purposes. 

Not only do these 1960 statistics provide data relative 
to individual carriers’ gross profit margins—already 
commented on—but they indicate which of the railroads 
possess low wage ratios, good fixed charge coverage, 
adequate finances and low transportation ratios, most 
significant statistical information in appraising the in- 
vestment worth of a railroad stock. 

Reflecting the prolonged steel strike in the summer 
and fall of 1959, and the sharp contraction in the major 
capital and heavy consumer goods industries in 1960— 
building, steel and automobiles—railroad earnings de- 
clined for the fifth successive year since the industry 
recorded a post-war earnings peak of $921 million in 
1955. As a consequence of such decline, railroad 
stocks (as measured by the Dow Jones average of 20 
stocks) after reaching a post-war peak of 181.23 in 
1956 (almost equal to this averages’ all time peak of 
189.11 established in 1929) reacted sharply to 95.67 by 
December 1957, from which level a recovery set in to 
173.56, peak level established in 1959. Since then, the 
Dow Jones stocks receded to 123.37 which marked the 
bottom of the 1960 decline, from which point a recoy- 
ery set in to present levels of 142.07. 

All signs now point to a relatively sharp upturn in 
general business in the final six months of 1961 extend- 
ing into 1962. Such upturn is predicated upon (a) in- 
creased defense spending; (b) good crop prospects 
(previous years’ crop must perforce be moved, crowd- 
ing as they are the country’s present storage facilities) ; 
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The Ductillite Development 


Every major brand of carbonated soft drink can 
now be enjoyed this refreshing new way —imn 
bright, attractive, clean-looking, tinned-steel cans! 

Cans made of dependable tinned-steel are amazingly 
strong, store easily, are discarded after a single use. 

Wheeling Steel developed famous Ductillite®, the first 
tin plate to be produced by the cold reduction method. 
This development revolutionized the canning industry 
and has been the modern tinned-steel universally used 
for all types of cans. 

Today Wheeling is offering a brand new type of tin- 


plate, TensilLite®, which is remarkably thin, yet remark- 
ably strong. Wheeling TensilLite is about half the weight 
and thickness of tin-plate used in regular cans — but, 
pound-for-pound, it has more strength. 

With pioneering and research like this, Wheeling 
Steel is always geared for growth...is keep- 
ing pace with America’s prosperity and prog- 
ress. Wheeling Steel Corporation, Wheeling, 
West Virginia. 


I WHEELING STEEL! 


and (c) a probable moderate inventory accumulation. 
There even exists the possibility of a marked expansion 
in capital goods spending in 1962, especially should the 
Administration sponsor more liberal depreciation poli- 
cies, so overwhelmingly approved during recent hear- 
ings on the unpopular current depreciation proposals. 

Should a business upturn of the magnitude antici- 
pated be realized, then for the first time since 1955, the 
railroad industry faces a marked earnings revival. Such 
earnings revival, together with probably merger devel- 
opment, should provide a background for worthwhile 
advances in selected railroad equities. 

Of the railroads listed in our tables, certain of their 
equities must be considered as being of investment qual- 
ity on the basis of their record and operational per- 
formance. These equities provide investors with yields 
ranging from almost 5% to 642%, and appear attrac- 
tive for current investment. Among such issues are the 
Norfolk and Western, the Chesapeake & Ohio, the 
Western Maryland, the Atchison, Topeka & Santa Fe, 
the Union Pacific, the Northern Pacific and the Illinois 
Central. 

For those who believe that most, if not all, of the 
merger plans currently being proposed, will be approved 
by the Commission, existing “arbitrage” opportunities 
with respect to Western Pacific and to Nickel Plate ap- 
pear enticing. 

There is another group of railroads which would 
benefit importantly were the Commission to approve 
imposition of worthwhile user charges. In that event, 
absence of rate pressures from subsidized competitors 
would make possible an increase in freight rates, the 
impact of which possibility is shown in Table E shown 
below. Even greater benefits would accrue to these 
carriers were the Commission to allow the railroads to 
be the nucleus of a transportation system, without con- 
sidering better services which such an integrated com- 
pany could provide to shippers. 


Among such carriers, whose rates have been abnor- 
mally depressed principally by reason of barge line com- 
petition on the Mississippi, Missouri and Ohio rivers 
may be listed: the Gulf, Mobile & Ohio, the Rock 
Island and the Missouri Pacific. Average ton mile rates 
of the Norfolk & Western, Chesapeake & Ohio and the 
Illinois Central which appear abnormally low, are not 
too meaningful since coal, with its low ton mile rates, 
represents a disproportionate amount of these railroads’ 
traffic. 

Nor should certain stategic equities, which may at- 
tract the attention of other railroads if for no other rea- 
son than as defensive moves—as illustrated by pur- 
chases of Western Pacific by Southern Pacific, Santa Fe, 
Great Northern and Union Pacific, or purchases of 
Denver, Rio Grande & Western by Union Pacific and 
by the Chicago, Burlington & Quincy, or purchases of 
Western Maryland by the Chesapeake & Ohio—be 
overlooked. Such equities may well include the Flordia 
East Coast, the Pittsburgh & West Virginia, the Chi- 
cago, Great Western, the Chicago & Eastern Illinois, 
and the Reading. Admittedly, some of these issues are 
highly speculative. 

For those who concur in our optimistic views on 
general business, the highly leveraged Eastern carriers, 
Baltimore & Ohio and New York Central appear at- 
tractive for a holding period of from six months to one 
year. Granted a continuing favorable political climate 
which can only be interpreted as the railroads ultimately 
gaining equality of competitive treatment, Pennsylvania 
Railroad common may well experience a market ad- 
vance of major proportions. 

At this writing, institutional and individual investors 
might re-appraise the railroad situation in the light of 
current developments as outlined in this article. The 
next several years should be most rewarding to those 
who follow and interpret railroad news as it unfolds 
over the Dow Jones ticker. 


TABLE E — 1960 


Average Class! 

Ton Ton 

Mile Mile 

Rate Rate 
(cents) (cents) 

Norfolk & Western Railway...... 1.03 1.40 
Chesapeake & Ohio Raiiway..... sbi 1.40 
Ulinois Central Railroad......... 122 1.40 
Gulf, Mobile & Ohio Railroad... 1.21 1.40 
Chicago, Rock Island & Pacific 

Railroad & = See rc Ss see ots De 1.40 
Missouri Pacific Railroad........ 1:33 1.40 
Union Pacific Railroad.......... 1.36 1.40 
Atlantic Coast Line Railroad.... 1.35 1.40 
Northern Pacific Railway........ 1.37 1.40 
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Increase 


in Gross 
Revenues Increase in Earnings Actual 
Were Ton Per Share Were Earnings 
Net Mile Rates Ton Mile Rates Per Share 
Revenue’ Increased Increased to the as 
Ton to the Class | Average Reported 
Mile Class I After- 
Hauled Average Pre-Tax After-Tax Taxes 
(billions) - ($ million) 
22.1 $81.77 $11.12 $5.33 $8.15 
28.9 83.81 10.22 4.90 5.15 
1722 30.96 9.95 4.78 3.56 
337 10.83 11.81 5.67 0.92 
Ne ya/ 17.81 6.10 2.93 2.06 
19.2 13.44 7.18 3.45 6.32 
SiS 12.60 0.56 0.27 2.73 
9.9 4.95 1.88 0.90 4.02 
11.6 3.48 0.58 0.28 3.10 
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Norfolk & Western............> 
Kansas City Southern System .... 
Southern: Railways) .lc2 sees. «sss 
Chicago Great Western ......... 
Missouri-Kansas-Texas ......... 
Denver & Rio Grande Western... 
FIOM ACIS H cin ats terten, otis: sxeilsy viene 
IMISSOUTINE ACILIC Maieleteravatatnts take aie ss 
Boston ao Mame rreciyeres ila cree ies 
Wabash. ccrcrets chcynrersmiciscerecrevelar eve 
Chesapeake & Ohio............. 
Seaboard AirLine sera cccetiei cia ees 
Western Pacihicin inc scasmas. se 
Gulf, Mobile & Ohio............ 
Mexas | & Pacifictaptrases sie celine 
Southern@Paciici reste cies clem crereriecs 
Atch. Topeka & Santa Fe........ 
Great Northerner. tre, sctce ele cy esacciore 
Central: Of Georgia. . ci.05a6 oe cine 
St. Louis-San Francisco ......... 
ChicwROCKsIS Wau baC ans tite leeks 
Western Maryland ............. 
Atlantic Coast Line .s <n « eicve-« 


Louisville & Nashville........... 
@hich Miltsts Pasa Pacunit: citer. 
Baltimore ’& (Ohios sce succes es 
Chicago & Eastern Illinois....... 
Delaware & Hudson............ 
MONON, Resets cavste cic ierste ets saveyanoutrs 
Pennsylvania Railroad ......... 
N. Y. New Haven & Hartford.... 
IhlinoisGentral ye caer cle since <'s aces 
Chicago & North Western(b) .... 
500) Line Railroadin sce oe «sere 


Reading Cor cin cisocs eves susteiette 
Lehigh Valley <a 5ic a8 sete wre alenese-e 
Pittsburgh & Lake Erie......... 


Class TsRoads tis.dccnsclosnieaess 


CLASS I CARRIERS 


1960 1959 


BAe 3407, 
35.6 34.8 
BRse 5 38.7 
30:1. 1637.6 
40.0 35.2 
4200 42.3 
44.6 45.1 
44.7 44.4 
44.8 48.0 
44.8 45.4 
45.1 44.1 
47.4 46.1 
47.4 46.5 
47.7 463 
48.2 47.9 
48.3 48.3 
48.4 46.9 
48.4 47.3 
ASS 47.3 
48.6 48.4 
48.6 47.4 
48.6 48.6 
48:7 503 
49:39) 47.5 
49.7 . 48.5 
49.9 50.4 
50.1 48.7 
50.8 47.5 
52.3 49.9 
52:55 “APR 
52.6 52.6 
530) 510 
53.9 SL 
54.0 53.5 
54.0 55.1 
54.1 52.0 
55.0 54.7 
573 563 
57.7 57.9 
60.9 59.7 
64.3 68.4 
48.8(e) 48.3 


1958 


36.4 
36.5 
41.6 
36.8 
36.3 
41.1 
45.7 
45.0 
50.4 
46.7 
45.7 
48.7 
45.9 
47.7 
47.8 
50.5 
47.1 
47.5 
apie) 
46.5 
48.1 
47.8 
51.5 
49.7 
eye 
50.3 
49.1 
48.9 
51.3 
47.6 
54.3 
50.8 
50.6 
51.8 
53.6 
52.0 
56.7 
56.4 


58.0 ° 


60.4 
71.9 


49.3 


(b) Pro-forma including Minn. & St. Louis in all years. 


(e) Estimated. 


July-August 1961 


1957 


35.3 
36.3 
41.0 
35.0 
44.8 
40.8 
45.1 
44.4 
51.2 
43.6 
43.3 
46.2 
44.3 
46.7 
46.3 
51.3 
47.3 
48.4 
46.8 
51.1 
47.8 
42.5 
51.0 
46.4 
50.4 
49.1 
50.0 
47.4 
47.3 
44.8 
53.5 
49.8 
50.1 
54.0 
52.0 
53.3 
55.9 
53.7 
52.4 
56.3 
63.9 


48.5 


1956 


36.5 
3507 
40.0 
35.8 
48.8 
40.2 
44.4 
44.6 
53.0 
42.7 
42.6 
45.6 
43.6 
46.0 
45.6 
52.4 
46.2 
46.9 
47.0 
49.3 
46.8 
42.1 
52.6 
45.9 
47.7 
49.7 
49.3 
47.5 
45.9 
43.4 
52.6 
49.2 
48.2 
Sais) 
49.4 
52.6 
53.2 
52.0 
50.4 
52.6 
61.3 


47.9 


1955 


36.8 
33.8 
39.0 
aby 
48.9 


39.4 


44.1 
44.6 
50.9 
41.2 
41.3 
44.7 
41.6 
44.2 
42.5 
50.8 
44.3 
46.5 
46.1 
48.1 
46.7 
41.7 
51.1 
44.9 
47.3 
49.1 
46.8 
49.2 
48.1 
41.2 
SZ 
50.8 
45.7 
56.2 
49.9 
51.6 
52.4 
52.3 
Died, 
51.1 
57.4 


47.0 


1954 


40.9 
37.3 
44.3 
36.2 
49.1 
41.4 
45.7 
46.2 
59.4 
43.2 
46.4 
45.8 
43.9 
45.1 
44.1 
51.6 
46.5 
47.9 
51.3 
3265 
47.2 
45.6 
50.2 
46.8 
48.2 
50.6 
49.1 
50.0 
55.0 
42.7 
53.5 
49.4 
49.4 
56.9 
Sei 
54.8 
ep! 
54.5 
53.9 
52.9 
73.6 


49.4 


1953 


38.8 
SIE 
43.0 
35.4 
46.0 
40.5 
44.7 
46.9 
56.5 
40.4 
44.5 
45.1 
39.3 
42.7 
40.4 
49.2 
43.9 
45.6 
53.6 
45.1 
44.1 
40.7 
49.5 
44.9 
45.2 
50.4 
47.1 
46.5 
52.4 
41.4 
52.9 
50.1 
47.0 
56.7 
51.2 
54.6 
53.3 
49.3 
51.8 
47.2 
63.4 


47.5 
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respons ibilit We ee America’s millions of consumers 


and investors form the cornerstone upon which American industry is built. = 


F . 
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Thus, industry assumes an important responsibility to those it serves and 
to those who supply its capital. It is in this spirit of responsibility that the 
natural gas industry serves the nation with vital fuel energy. > In the heart 
of mid-America, Texas Gas exercises this responsibility by supplying en- 


ergy for new industry. Companies seeking the advantages of strategic loca- TE XAS GAS 


tion, adaptable labor, multiple means of transportation and abundant gas pRANSMISSION CORPORATION 
energy should examine the growing eight-state region served by Texas Gas. Offices: Owensboro, Kentucky * Houston, Texas 
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The Coyne- Fleming Controversy 


THE CANADIAN ECONOMY 


by Douglas R. Annett 


On Tuesday, June 13th, 1961, the Governor of the 
Bank of Canada, James E. Coyne, made public the fact 
that he had been asked for his resignation by the Min- 
ister of Finance on behalf of the Canadian Government. 
The resignation was to take effect immediately without 
waiting for the end of Mr. Coyne’s seven-year term of 
office which expires December 31st this year, 

Events leading up to this unprecedented action by 
the Canadian Government; the main issues in the con- 
troversy which has taken place between Finance Min- 
ister Donald Fleming and Governor Coyne; and the 
immediate prospects for the Canadian economy are the 
principal subjects to be dealt with in this article. 

The slow-down of economic growth of Canada since 
1957 has been widely recognized. The coming to an 
end of major post-war projects requiring massive cap- 
ital expenditures marked the beginning of deficit financ- 
ing on a large scale by the Canadian Government. Since 
1957, which was the all time high of capital investment, 
total business and government capital outlays have ac- 
counted for a diminishing share of the national output. 
Capital expenditures for 1961 are estimated at $8.3 
billion compared with $8.7 billion in 1957. In the same 
interval the annual average rate of growth in real na- 
tional output has declined from about 414% to 114%, 
and accompanying this change has been an increase in 
the federal Government’s debt of some $2 billion. 

Canada’s fourth post-war period of business expan- 
sion which, had commenced in 1959, began to weaken 
in the second quarter of 1960. During that year and 
until the end of the first quarter of 1961 capital expen- 
diture and exports declined, corporation profits fell off 
by about 6%, and unemployment increased sharply to 
a record post-war high. In the first quarter of 1961 
about 11% of Canada’s labour force was reported un- 
employed. 

The 1960-61 recession could well be regarded as 
mild considering that Canada’s national production, 
consumer spending, personal income and the total num- 
ber at work showed some increase during the period. 
However, the alarming figures on unemployment have 
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pointed up possible structural problems in the Canadian 
economy, such as excess productive capacity in many 
primary products; competitive disadvantages in second- 
ary manufacturing due to comparatively high wage 
levels; an over supply of semi skilled and unskilled 
people in the labour force; and a persistently large 
deficit in the balance of payments. 


Interim Budget of December 1960 


On December 20th, 1960, Finance Minister Fleming 
introduced an interim or “baby” budget calculated to 
encourage Canadians to save and invest in their own 
country. This budget formally took notice of the Gov- 
ernment’s concern over the continuing high level of 
inflow of capital and the problem of foreign ownership 
of Canadian industry. Accordingly, the 4% surtax on 
investment income was removed and investment com- 
panies and pension funds were required to increase 
substantially their income from Canadian sources in 
order to qualify for tax benefits. Also, several amend- 
ments were made to bring non-resident withholding 
taxes up to a uniform level of 15% thus discouraging 
Canadians borrowing in foreign markets. Other changes 
nad to do with strengthening the anti-dumping clauses 
in the customs tariff, and providing accelerated depre- 
ciation for businesses establishing in depressed areas. 

The Government policy as expressed in the interim 
budget, introduced only six months ago, appeared to be 
influenced considerably by the prevailing views of the 
Governor of the Bank of Canada. Mr. Coyne in fre- 
quent public statements had expressed concern over the 
extent to which Canadian industry was foreign-owned 
and argued that Canada should live within its means 
and not rely so heavily on capital imports to achieve a 
balance in international payments. 

Mr. Coyne also stressed that incentives were needed 
to increase the flow of savings and investment within 
Canada and to stimulate Canadian production of goods 
and services customarily imported. Above all, Mr. 
Coyne, in his public addresses, emphasized the need 
for monetary and economic policies that were strictly 
non-inflationary in character. 

Thus, at the end of last year there seemed to be no 
apparent conflict in economic philosophy between the 
Government and the central bank. 


The Budget for 1961-62 


Some three weeks before the introduction of the 
budget the Minister of Finance privately asked for the 
resignation of the Governor of the Bank of Canada. 
The first public knowledge of this request was made 
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known by Mr. Coyne on June 13th, a week prior to the 
budget, and led to a spirited discussion in the House of 
Commons and throughout the country of the various 
issues involved in what has become popularly known 
as the Coyne-Fleming controversy. 

The 1961 budget was, for some unexplainable rea- 
son, delayed for several weeks giving rise to speculation 
that its introduction might be related to an early an- 
nouncement of a Federal election. It now appears that 
the Government’s desire to remove Mr. Coyne from 
office might also have had something to do with the 
delayed arrival of the budget. Another factor may have 
been the desire to see more evidence of improving busi- 
ness so that the budget could be based upon a rising 
Gross National Product of some dependability. 

The budget provides for no reduction in personal or 
corporation income taxes, but a repeal of a 742% ex- 
cise tax on passenger cars was calculated to stimulate 
sales and production of automobiles. An important pro- 
vision had to do with the operation of the Exchange 
Fund in such a manner as to push the exchange rate of 
the Canadian dollar below parity with the United States 
dollar and thus encourage exports and perhaps reduce 
certain imports. 

Another provision created a purchase fund of $100 
million to assist in the management of the public debt 
to the end that long-term interest rates would be re- 
duced. Substantially more assistance to small business 
was made possible by an increase in the capital re- 
sources of the Industrial Development Bank by $240 
million. Even allowing for rising national output and 
tax revenues in 1961-1962, a deficit of $700 million 
was estimated—the fifth successive deficit under the 
Conservative Government. Finance Minister Fleming 
described the purposes of the budget in this way: 

Our objective will be, first and foremost, to provide 
fuller opportunities for the useful and profitable employ- 
ment of all Canadians willing and able to work. We shall 
strive to attain a more rapid rate of balanced growth for 
all sectors of our economy and all regions of our country. 
We shall seek to improve the technological efficiency of 
our industry, to heighten skills and capacities of our 
workers, and to stimulate the talents and initiative of our 
entrepreneurs. We shall endeavour to raise the levels of 


savings and investment by Canadians and reduce the bal- 
ance of payments deficit. 


The budget announcement had certain immediate 
effects in that the Canadian dollar moved rapidly to a 
3% discount from parity with the U. S. dollar and the 
long-term bond market moved up sharply with yields 
declining throughout all maturities. Just how much it 
will cost to maintain the Canadian dollar at a discount 
remains unknown, depending as it does on the degree 
of co-operation from other central banks and the Inter- 
national Monetary Fund. How successful the Govern- 
men can continue to be in pushing down interest rates 
also is questionable in the face of an expected business 
recovery and an opposite interest rate trend now indi- 
cated in the United States. 

Following Mr. Coyne’s public statement that he had 
been asked to resign, the Finance Minister in the House 
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of Commons stated that “The policies advocated by Mr. 
Coyne are restrictionist, restrictive of trade, restrictive 
of production and restrictive of Jobs.” On June 19th 
Mr. Coyne released to the press a memorandum for- 
warded to Mr. Fleming on February 16th entitled “The 
Requirements of Economic Policy Today.” An earlier 
memorandum, in fact, containing some of the same 
suggestions was sent to Mr. Fleming on November 10, 
1960, and we presume found some expression in the 
December “baby” budget. 

In a statement accompanying the February memo- 
randum Mr. Coyne said: 

The programme which I have put forward could, as I 
have said, benefit greatly from discussion with others. 
Nevertheless, even as it stands I am confident its net effect 
would be to reduce the Budget deficit rather than increase 
it, and so make the most constructive contribution possible 
to the condition of bond markets and to the lowering of 
interest rates. I believe such a programme would reduce 
unemployment to less than 4% of the labour force within 
one year, enable the Budget to be balanced probably within 
two years and remove the deficit in our international trade 
and payments within three years. It would be a great step 
toward enlarging and utilizing to the full the human 
capacities and skills of Canadians in the development of 
their country. 

These bold claims of Mr. Coyne were intended to be 
achievable by such measures as the introduction of a 
tariff surcharge of 10% on imports; the establishment 
of a National Development Corporation to provide 
funds for large scale enterprises rather than depend on 
foreign financing; the establishment of a local Govern- 
ment Finance Corporation to supply funds to local 
governments to encourage borrowing in Canada rather 
than abroad; the encouragement of new kinds of small 
savings institutions with membership under a Federal 
Deposit Insurance scheme such as has been operating 
in the United States for many years; a special supple- 
ment equal to 25% of regular unemployment insurance 
benefits to stimulate consumer spending; the financing 
of higher expenditures by higher taxes or the operation 
of a pay-as-you-go tax policy; application of Exchange 
Fund so as to stabilize the Canadian dollar at parity 
with the United States dollar but avoid excessive ex- 
change depreciation; a policy on depreciation allow- 
ances which would be higher for Canadian-made capital 
equipment than for foreign-made; a tax policy that 
would reduce corporate income tax to 40% on profits 
distributed as dividends but increase the rate to 60% 
on undistributed profits; an increase in the withholding 
tax on income received by non-residents from Canadian 
sources to a rate of 30% compared with the present 
rate of 15%; an increase in production in Canada of 
capital equipment now largely imported by granting 
special incentives; and a closer regulation of consumer 
credit. 

It has long been suspected in the financial and busi- 
ness community that Mr. Coyne is too inclined to favour 
the concentration of more power in the hands of gov- 
ernment or government agencies. In his public state- 
ment of June 19th he went to great lengths to correct 
this kind of thinking and repeated his remarks made at 


FINANCIAL ANALYSTS JOURNAL 


the Senate Committee on Manpower and Employment 
on April 26th: “I do not believe you can safeguard the 
free enterprise system by applying a set of specific gov- 
ernment controls to it. Nor can you encourage business 
enterprise, imagination, initiative and risk-taking by 
having the government or any government agency give 
directions to the business interests concerned.” 

Insofar as Mr. Coyne’s economic thinking provides 
any clues he is probably not a power-hungry bureaucrat 
but the suspicion will no doubt persist. Mr. Fleming, 
for example in the House of Commons on June 26th 
declared that the Coyne speeches showed that the Goy- 
ernor advocated fiscal policies that were “‘isolationist, 
bureaucratic, anti-American.” 


Mr. Fleming’s Position 


There is undoubtedly considerable mystery as to the 
method chosen by the Government to remove Mr. 
Coyne from office. The reasons given by Mr. Fleming 
include: 


1. In his speeches Mr. Coyne had shown he was 
openly at odds with the Government on important pol- 
icy questions. 

2. He had involved the Bank of Canada in political 
controversy. 

3. Mr. Coyne’s views were incompatible with far- 
reaching programmes which the Government was 
planning. 

4. He did not command the confidence of financial 
institutions with which the Government must work. 

5. His pension arrangements, and his failure to no- 
tify the Government of the fact his pension had been 
increased from $12,000 to $25,000 a year. 


The Bank of Canada Act does not specify how the 
Governor can be dismissed. One clause covering the 
condition of tenure of the governor reads that he shall 
hold office for a seven-year term “during good be- 
haviour.” Since Mr. Coyne has refused to resign from 
office “on request,” the Finance Minister has had to 
introduce Bill 114 in the House of Commons which 
reads: “The office of governor of the Bank of Canada 
shall be deemed to have become vacant immediately 
upon the coming into force of this Act.” 

The reasons cited earlier by Mr. Fleming for request- 
ing the resignation of Mr. Coyne probably in part can 
be interpreted as actions other than “good behavior” 
and could be cause for the Government not renewing 
the governor’s appointment at the end of his seven-year 
term. The Finance Minister has run into difficulties by 
attempting to force a resignation six months prior to the 
end of the governor’s term of office. 

In other words, the Government may have just cause 
not to renew the governor’s appointment but no readily 
apparent cause for outright dismissal. This would seem 
to be a fair statement of the situation in view of the 
apparent “accord” between the Government and the 
Bank of Canada as expressed in the December “baby” 
budget. Further, the provisions of the 1961-62 budget 
introduced in June do not appear capable of being 
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Ahead of schedule: 
this $300,000,000 


new look in the city 
closest to America 


Look down. South toward the Airport. East. 
West. Out toward the spreading suburbs to 
the North. Everywhere you see concrete 
evidence of the Cincinnati Industrial Area's 
vigorous answer to the challenge of the 
60's. 

You see traffic already streaming over broad 
new expressways that keep growing mile 
by mile. You see vast acres adjacent to 
downtown Cincinnati now cleared of slums, 
ready for planned new apartments, office 
buildings and plants. You see what more 
than a quarter of a billion dollars in federal 
and local funds are doing to give Cincinnati 
the newest look in America by 1962. 


You see evidence that private capital has 
been busy, too. In the past 10 years, over 
fifteen billion dollars have been poured into 
a 1,000-mile stretch of the Ohio River valley 
by new and expanding industries. And over 
$571,000,000 of it has gone into capital in- 
vestments in the Greater Cincinnati Indus- 
trial Area. 


Among the Area's powerful attractions has 
always been adequate power. The Cincin- 
nati Gas & Electric Company has invested 
over $271,000,000 in the past 10 years to 
keep ahead of the Area's expanding gas 
and electric needs. These needs are ex- 
pected to double again in the next 10 years. 
The company will be ready. 


The Cincinnati Gas 
& Electric Company 


...a City of stability and vitality 


The Union Light, Heat and Power Company 


July-August 196 1 ) Serving homes and industry in the Greater Cincinnati Area with an adequate 
| and dependable supply of gas and electricity 


effectively thwarted by the Governor of the Bank of 
Canada. Certain of the provisions in fact seem to be in 
harmony with some of Mr. Coyne’s own views on fiscal 
policy at least. 

The Bank of Canada Act fails to state clearly the 
relation of the Bank to the Minister of Finance and 
to the Government. The overriding responsibility for 
monetary policy should rest on the Government by 
appropriate provision in the statute. Mr. Coyne in a 
letter to Mr. Fleming, dated June 9th, made this point 
abundantly clear and cited the Bank of England Act 
as a suitable guide on this question. 

Mr. Fleming, on a number of occasions since he be- 
came Finance Minister, denied any responsibility of 
himself or of the Government for monetary policy in 
Canada. The Finance Minister of the Liberal Govern- 
ment preceding the Diefenbaker administration, is re- 
ported to have denied such responsibility and this in- 
terpretation was accepted by Mr. Fleming evidently 
without question. One must conclude that Mr. Fleming 
has only in recent months come to realize that responsi- 
bility for monetary policy cannot be abdicated by a 
national government. This realization along with a 
recognition that monetary and fiscal policies must be 
harmonized probably stimulated the Finance Minister 
to contrive a means of dismissing the governor without 
further delay. 

It is worth observing that the very depressing reports 
on unemployment in Canada, during the first few 
months of this year, coincided with the breakdown of 
any accord that may have existed between the Bank and 
the Government. The substantial increase in the money 
supply which had been brought about since September 
1960 had not produced a desirable degree of liquidity in 
the banking system in accordance with Mr. Coyne’s ex- 
pressed objective of keeping a tight rein on the lending 
power of the chartered banks and maintaining fairly 
high interest rates to stimulate savings. Mounting 
criticism from the business and financial community of 
what was proving to be other than an “incentive” mone- 
tary policy finally must have reached Prime Minister 
Diefenbaker in some understandable form which could 
be translated into action by the Finance Minister. 

In the latter part of May the prime lending rate of the 
chartered banks was reduced from 534% to 542% at 
the quiet insistence of the Finance Minister and, it is 
said, without consultation with the Bank of Canada. 
This was the signal to the financial community that the 
Government at long last was accepting responsibility 
for monetary policy whatever the consequence might be. 


Canadian Financial Structure 


Perhaps the most important announcement associated 
with the 1961-62 budget was the Government’s inten- 
tion to set up a Royal Commission to examine the entire 
Canadian financial structure “including the Bank of 
Canada. It will be a monumental task embracing such 
topics as the pattern and behaviour of interest rates, 
consumer credit and instalment financing, and the man- 
agement of the public debt. Such a study is long over- 
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due and the examples of the Radcliffe Report in Eng- 
land and the recent report in the United States of the 
commission on Money and Credit, sponsored by the 
Committee for Economic Development, will no doubt 
be influential on the Canadian study. 


W. Earle McLaughlin, President of the Royal Bank 
of Canada, in a recent address, referred to the “built-in 
defects” in the Canadian financial system. One funda- 
mental defect in Mr. McLaughlin’s view is the problem 
of money supply substitutes beyond direct central bank 
control. These substitutes take the form of deposits 
with chequing privileges in trust companies. Caisses 
Populaires, Credit Unions, and these “near-banks” have 
grown enormously in the last 20 years. Another defect, 
according to Mr. McLaughlin, is the six percent ceiling 
imposed on chartered bank loan rates of interest which 
works to decrease the efficiency of monetary policy. 
Mr. McLaughlin concluded his address with some sen- 
sible observations that are shared by thoughtful business 
and financial leaders in Canada today: 


Some of the most important decisions that have to be 
made today are in that broad, and to a surprising degree 
in Canada unclaimed, realm of monetary and fiscal policy. 
The most important thing of course is simply the will, on 
the part of our fiscal and monetary managers to. move 
decisively to correct, so far as fiscal and monetary policy 
can correct, the present slack in output and employment. 
But given the will we must also have effective fiscal and 
monetary machinery to implement policy. 

I believe that a move along the lines I have suggested 
here today will ensure that the wisdom of our fiscal and 
monetary authorities can be made effective in action, and 
that our economy can enjoy prosperity and growth within 
our traditional framework of political and economic 
freedom. 


CONCLUSION 


As this is being written, the Coyne-Fleming dispute 
continues to rage. There is little doubt that the Govern- 
ment will successfully force Mr. Coyne out of office. 
The circumstances that gave rise to the controversy are 
unfortunate, and neither position is totally convincing or 
defensible. It is hoped that Mr. Coyne’s successor will 
soon be named and that he will have the stature and 
wisdom to restore confidence in the manner in which 
monetary and fiscal policies are being carried out in 
Canada. 

The entire affair has undoubtedly accelerated the 
process of establishing what is wrong with the Canadian 
financial structure and proposing solutions. 


It appears likely that the Canadian business recovery 
now in motion could be substantial, and against this 
background monetary and fiscal problems will not be 
permitted to impede seriously economic growth and 
well-being. 

With the restraining hand of Mr. Coyne removed, 
some might fear a free-wheeling drive towards inflation 
through excessive liquidity and unwarranted increases 
in the money supply. However, the restraining force of 
having to compete successfully in world markets should 
help to keep inflationary tendencies under control in 
Canada for some time to come. 
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Cities Service “hydrant truck” pumping and filtering jet turbine fuel 


Cities Service on the move 


A sleek jet airliner is fueled for flight through 
the skies . . . a giant reaper cuts a swath through 
a golden field of grain . . . a supertanker speeds 
its cargo of oil toa waiting refinery. In the air... 
on land...at sea... Cities Service is on the move. 


In all the varied ways in which a major oil com- 
pany operates . . . in production, transportation, 
manufacturing, research, and marketing . . . the 


pace is accelerated today. On a hundred fronts, 
to provide American industry and the American 
public with the newest and best in petroleum 
products... Cities Service is on the move! 


‘Keep your eyes on Cities Service" 


CITIES @ SERVICE 


NATIONAL DISTILLERS... growing in metals 
through its new Bridgeport Brass Division 


Bridgeport Brass Company—leader in nonferrous metals 
for nearly a century—is now an operating division of 
National Distillers and Chemical Corporation. Its man- 
agement and research skills, production facilities and 
aggressive sales force are important additions to the 
National organization. 


Bridgeport, famed since 1865 for its copper and brass, 
also entered the aluminum industry in 1951 and has pre- 
pared for increasing demand through research and plant 
expansion. Recently, Bridgeport added stainless steel to 
its line of alloys. 


National itself has been actively engaged in turning out 
missile-age metals—titanium, zirconium, hafnium— 
through 60%-owned Reactive Metals, Inc. Light-weight, 


NATIONAL DISTILLERS and 


heat-resistant titanium continues to play an indispens- 
able role in America’s space program. Zirconium and 
hafnium are key metals in atomic-power projects. 
Bridgeport, too, produces special metals such as uranium, 
titanium, columbium, beryllium and yttrium. 


There is a growing relationship in industrial usage 
between metals and polyolefin plastics. National’s 
expansion in metals, complementing its polyethylene 
production facilities, equips it to meet fast-developing 
customer requirements in this area. 


National’s continuing program for growth in metals, 
industrial chemicals, plastics and fertilizer chemicals is 
designed to help meet the nation’s increasing needs for 
vital modern materials for peace and defense. 


The Company with the Five Industry Future 


CHEMICAL CORPORATION Liquors + Chemicals + Plastics - Fertilizers - Metals 
Divisions: NATIONAL DISTILLERS PRODUCTS CO. : U. S. INDUSTRIAL CHEMICALS CO; 
BRIDGEPORT BRASS EGO; : KORDITE GOr 5 FEDERAL CHEMICAL CO, 


Current Bull Market Seen in Second Phase 


‘THE SUMMER OF OUR DISCONTENT’ 


by Nicholas Molodovsky 


UNTIL THE MIDDLE OF APRIL a honeymoon mood pre- 
vailed in Wall Street. But suddenly the skies began to 
darken. Political setbacks abroad and the appearance 
of cracks in the structure of stock prices made joint 
inroads into the exhilarated state of mind. 


Since last November, despite the deepening economic 
recession, stock prices were advancing with great vigor 
in waves of activity reaching heights unseen for almost 
30 years. Lip service was being paid to the inevitable 
advent of a substantial correction and wonder was ex- 
pressed at its delay in showing up. But almost as soon 
as the anticipated reaction set in, doubts and fear grip- 
ped the investors’ hearts. Even the evidence that the 
business contraction had reached its trough and indus- 
trial activity and earnings started to recover could not 
dispel their uneasiness and confusion. 


True enough, many aspects of current events had an 
unpleasant look. A major international crisis was brew- 
ing. At home, economic problems were still numerous. 
In many industries unused capacity was high. Foreign 
competition made itself felt by substantial imports in 
many lines. Steel exports were declining. Price weak- 
ness developed in a broadening list of steel products, 
in paperboard, gasoline, industrial rubber goods, insula- 
tion sheathing boards, copper scrap, electronic semi- 
conductors, and various chemicals. The iron ore indus- 
try continued in a slump. Despite improved sales, auto 
production was still running well behind a year ago. 
Steel output began again to fall. Numerous and large 
secondary offerings in Wall Street seemed to imply dis- 
trust by the insiders and sophisticated investors or were 
at least suggestive of distribution. 

Rapidly mounting individual savings could be inter- 
preted as lack of confidence by potential investors or 
absence of buying intentions by consumers. And high 
price-earnings ratios, as well as low stock yields in rela- 
tion to returns on bonds, continued to impress folks 
accustomed to these conventional yardsticks. Sporadic 
dividend cuts and omissions were also raising their ugly 
head. 

This enumeration is disturbing. Yet it affords no 
clear insight into present economic realities nor their 
developed trends. It can be argued that many facets 
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of the unfavorable picture are a backwash of the recent 
recession. Various economic factors do not pass through 
their respective troughs at the same time; they follow 
each other with varying leads and lags. 

It is also true that during recessions cost cutting takes 
place and plants become more efficient. In the early 
phase of a recovery, price cutting may represent at- 
tempts to conquer a market’s larger share. A rise in 
demand could bring a quick end to efforts of shading 
prices. Besides, many price cuts are surface develop- 
ments exercising no pressure on profit margins and 
being merely a confirmation of discounts brought about 
by the recession. 

With reference to persistent selling on balance by 
corporate “insiders,” a recent issue of Moody’s Stock 
Survey reminds us that “in practice insiders haven’t 
been much more astute than the public generally in tim- 
ing market cycles.” 

Similar observations can be made with respect to the 
growing savings. The U. S. Savings and Loan Asso- 
ciation League advised that in May net savings in its 
233 member savings and loan associations rose by $750 
million, which was 19% above the figure for May 1960. 
A survey by the Securities and Exchange Commission 
showed that $5 billion were deposited into various thrift 
institutions during the first quarter of this year. Com- 
mercial banks have been gaining savings and other time 
deposits. 

However, it seems likely that this increase in savings 
grew out of the gloom created by the recession. Even 
the first quarter of this year was still dominated by con- 
tinued business contraction. While the recognition that 
the trough had been reached came earlier this time than 
in 1958, this thinking was mostly in the minds of econo- 
mists whose influence on the mass mind is impercepti- 
ble—if it exists. The tendency for sales of stock odd- 
lots to exceed purchases during the progress of a bull 
market indicates much the same thing as the increase in 
savings. In fact, they may well be interconnected. This 
huge supply of money so carefully saved is a formidable 
reserve of purchasing power for both goods and stocks. 
Traditionally, odd-lotters rush into the market during 
the last phase of the advance. 

Finally, we should not forget that present doubts 
about the progress of the economy and discontent with 
its slowdown have much to do with the seasonal sum- 
mer letup. And even if it were impossible to explain 
away from the current scene some of its unusual factors, 
this should not cause any undue alarm. 

“History teaches,” says Geoffrey H. Moore in a book 
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to which we shall refer again, “that every business cyle 
can be different, can develop unprecedented or at least 
unusual features. It behooves us, therefore, to be in a 
position continuously to re-examine and reappraise the 
situation as it develops. We should be prepared not 
only for the surprises that are unquestionably in store, 
but also to distinguish the surprises from the develop- 
ments that are more or less to be expected.” (P. 92) 

We must try to brush aside the incidentals. Our best 
bet is to arrange current events into the framework of 
a significant pattern. We should try to find the true 
position of our economy in the business cycle. This will 
facilitate the projection of a reliable perspective of prob- 
able future developments as well. 

To answer this question we can find a trustworthy 
guide in the invaluable work of the National Bureau 
of Economic Research. This organization has been 
studying business cycles for over 40 years and has pro- 
duced 70 publications on the subject. Some of them 
are substantial books. “Business Cycle Indicators’— 
the last in date—was published a few weeks ago by 
Princeton University Press. Edited by Geoffrey H. 
Moore, these two volumes encompass in excess of 900 
pages and present a monumental contribution to the 
analysis of current business conditions. Much of its 
material offers great help for organizing our thinking 
about the present cyclical position of our economy and 
the probable unfolding of its trends. 

That the cycles have not been abolished, despite the 
many defenses recently built against depression, is certi- 
fied by Dr. Arthur F. Burns, the Bureau’s President and 
former Chairman of the Council of Economic Advisers: 

For the present, obituaries on the business cycle are 
romantic expressions of human impatience, not records of 
solid achievement. They serve neither the nation nor eco- 
nomics, and may prove seriously harmful if they lead to 
any relaxation of the scientific work on business fluctua- 
tions now going forward in universities and other research 
centers, (P. 138). 

A good summary of business cycles is given in the 
same volume, by Thor Hultgren in his study on the 
“Cyclical Diversities in the Fortunes of Industrial Cor- 
porations”™: 

A modern private enterprise economy passes alternately 
through periods in which the general level of economic 
activity rises and periods in which it falls. We call these 
waves of activity business cycles. There are broadly simi- 
lar waves in the profits of industrial corporations. Net 
earnings of all corporations combined rise in a business 
expansion and fall in a contraction. But not every corpo- 
ration participates at every stage in these broad swings. 
Even when profits in the aggregate grow, those of some 
companies at times diminish. When aggregate profits de- 
cline, those of some companies meanwhile rise. 

Having just barely come out of a recession, we stand 
on a favorably situated observation platform. 

“Turning next to measures of the amplitude of suc- 
cessive swings in the same process,” says Dr. Moore 
in his 7ntroduction to the volume from which we are 
still quoting, “two facts of importance in forecasting 
expansions stand out, 

“First, most indexes of aggregate output, employ- 
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ment, trade, income, and profits show greater consist- 
ency in rates of growth during successive cyclical expan- 
sions than in rates of decline during successive cyclical 
contractions. The forecaster, standing near the bottom 
of a depression and looking up, should be able to make 
a closer estimate of the level of output a year or two 
hence, than when standing near the peak of prosperity 
and looking down. He can do this simply on the basis 
of past average rates of change during successive cycli- 
cal expansions or contractions. 

“Second, rates of expansion in output, employment, 
trade, income, and profits are usually higher when the 
expansion follows a severe contraction than when it 
follows a mild contraction. Hence forecasts of the rate 
of expansion can take advantage of this correlation. 
This is especially true of initial rates of expansion, i.e. 
over the first six or twelve months.” 

Not only are we thus well placed for looking forward, 
but we should not be disappointed if the progress of 
recovery is slow and uneven. The 1960-61 recession 
has been the mildest since World War II. Furthermore, 
we should not commit the error of setting too low the 
goals which the recovery is likely to achieve. The pre- 
ceding quotation is continued by the following text: 

To judge from the body of evidence that has been built up 
in recent years relating various kinds of economic forecasts 
to the actual changes that subsequently took place, an 
awareness of these two facts would help to improve many 
forecasts. One of the typical findings—and this seems to 
apply whether the forecasts are made by businessmen or 


by economists—is that forecasts made shortly after a 
business cycle expansion has gotten under way tend to 


underestimate the rate of increase in economic activity ~ 


during the first year or so. This does not mean that every 
individual forecast has been too low, but merely that a 
substantial majority has been too low. Many of the fore- 
casts, when compared not only with the subsequent actual 
recovery but also with previous recoveries, fall well below 
any of them. Any individual recovery, of course, may fall 
outside the range of previous experience, but there is no 


need to continue to make forecasts that are demonstrably ~ 


on the low side of this range. . . . Finally, there is evidence 
that shifts in the structure of our economy have tended 
to shorten business contractions and to prolong expansions 
in the postwar period. 


The opening paragraph of First National City Bank’s 
June letter notes that: 


The marked increase in industrial activity during April 
and May has erased any lingering doubts that the economy 
is in a very encouraging rebound from recession lows. 
Improvement in business sentiment—stimulated by better 
sales and by some improvement in earnings—has been 
most noticeable in the stepped-up tempo of ordering, par- 
ticularly for durable goods, and in a moderate increase in 
plans for capital investment later this year. Inventory 
liquidation by manufacturers was largely completed by 
the end of April. However, some stock cutting continues 
where shipments of finished goods have picked up more 
rapidly than output, or where production is using up mate- 
rials faster than they are being delivered. When rebuild- 
ing of stocks begins, a further stimulus will be given to 
recovery. 


This passage implicity suggests the subject of the 
sequence of leads and lags of various economic proc- 
esses during a period of recovery. Most of our Journal’s 
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readers are undoubtedly aware that one of the most 
vital contributions of the National Bureau to the practi- 
cal analysis of business conditions has been made in this 
sphere. In 1937, Wesley C. Mitchell and Dr. Arthur 
F. Burns picked 21 indicators from among the several 
hundred statistical series analyzed by the Bureau in 
studying business cycles. After the war, Dr. Moore 
revised this work. He published, in 1950, his now fa- 
mous new list of Statistical Indicators of Cyclical Re- 
vivals and Recessions. Dr. Moore’s list contains 21 
indicators also but, in the light of 13 years of additional 
research, they are not identical with those of his prede- 
cessors. These indicators are classified in three groups: 
leading, roughly coincident, and lagging the peaks and 
troughs of the business cycles. 

For the purpose of this paper, it is of interest to note 
that stock prices (represented by the 30 Dow-Jones in- 
dustrials) have shown a persistent tendency to lead. 
This is also true of new orders. Inventories, on the 
other hand, especially of finished, staple goods, have 
persistently lagged. 

“Interestingly,” states another quotation we are going 
to use from the same volume, “the cyclical sensitivity 
of private fixed-capital formation can be seen in large 
amplitudes but not in earliness of timing. What little 
evidence there is on this point indicates that peaks and 
troughs in aggregate business expenditures on plant and 
equipment are roughly coincident with or lag behind 
the corresponding turns in general economic activity. 
In the period since 1947, for which fairly representative 
quarterly estimates are available owing to the joint ef- 
forts of the Department of Commerce and the Securities 
and Exchange Commission, business outlays on plant 
and equipment were coincident once and lagged at five 
recessions and revivals in aggregate economic activity. 
For the interwar period, quarterly data on plant and 
equipment expenditures for manufacturing industries 
alone led at two business cycle turns, were coincident 
three times, and lagged on seven occasions. The lags, 
however, are short, as in the postwar period. 

“Spending by business for fixed-capital formation, 
then, appears to fluctuate more or less in unison with, 
or to lag slightly behind, the nation’s over-all economic 
performance. Production and shipments of various in- 
vestment goods also have roughly coincident timing in 
_ most cases, often with a tendency to lag. But, as we 
know, new orders for these goods reach their peaks and 
troughs considerably earlier than production or ship- 
ments and typically before the central months in the 
general business recessions and revivals.” 

The perspective emerging from the current interrela- 
tions and sequences of the various economic factors 
seems to be unmistakably clear. Despite the inevitable 
incidents and cross currents, the main trends form a 
representative pattern of cyclical revival and early re- 
covery phase. Stock prices have been rising since No- 
vember. One other leading indicator—average hours 
worked—has been advancing sharply since December. 
According to the Department of Commerce, manufac- 
turers’ new orders have increased in May for the fourth 
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month and are at the highest level since October, 1959. 
Sales of durable goods are also expanding. The same 
government agency estimates that new housing starts 
in May, at a seasonally adjusted annual rate, counted 
1,298,000 units, as compared with the December low 
of 979,000 units. 

While the May figures given by the Department of 
Commerce are still preliminary estimates, some private 
organizations are already reporting statistics for June. 
Following a survey of its members, the National Asso- 
ciation of Purchasing Agents announced recently a 
further improvement in new orders during June. While 
the increase was not as rapid as that of the preceding 
month, members reporting better conditions again con- 
siderably outnumbered those who showed declines. 

The other leading, coincident and lagging indicators 
contribute by their current action (or by reliable esti- 
mates of action still to come) to rounding out a picture 
of an early phase of cyclical expansion. They suggest 
substantial further progress in economic activity. And 
the economists specializing in money flows report that 
their indicators are rising and pointing to a further 
widening of profit margins and increased earnings. 

In its June 12 issue of Trends and Projections, Stand- 
ards & Poor’s Outlook expects an extended boom ahead. 
It anticipates that the economy, as measured by Gross 
National Product (a “coincident” indicator) should ap- 
proach an annual rate of $530 billion by the fourth 
quarter and exceed a $550 billion rate by mid-1962. 
It expects that, with the exception of net exports, all 
components are likely to contribute to the gain. And 
it states that the Federal Reserve Board index of pro- 
duction (another “coincident” indicator) should top 
112 by the year-end and approach 120 a year hence, 
as against its previous high of 111, in January, 1960. 
The “Business Roundup” in Fortune, July 1961, is even 
more optimistic. 


CYCLICAL OUTLOOK FOR STOCK PRICES 


On October 15, 1960, when pessimism was rife, we 
published a study, “Green Light,” expressing the con- 
viction that the stock market was forming an important 
bottom. The cyclical decline of stock prices reversed 
itself on October 25. To date, the highest closing prices 
of the DJIA in 1961 was reached on May 19. 

The broadest and the best constructed of all stock 
indexes, the Standard & Poor’s 500, preceded the DJIA 
by two days in registering its corresponding high. 

Our own average of 70 blue chips, which is less 
heavily weighted than the DJIA by cyclical issues, and 
has a wider representation of the best known and well 
established growth stocks, did not peak out until June 5. 

We also keep an average of 70 low-priced marginal 
stocks. For obvious reasons, it is more volatile than 
other measures of stock market action. 

The following table shows the dates of the recent 
highs of the four indexes in question as well as the dates 
on which they respectively touched the lows of the cor- 
rection, through June. It also indicates the percentages 
of their advances since the October, 1960 bottom and 
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of their subsequent retracements. For good measure, 
we have also thrown in the percentages of rises of the 
four market measures from their 1957 bear market lows 
to their 1961 peaks to date. 


Appr. © Rise Appr. % Re- 
from Oct, 1960 Appr, ©} Rise — tracement of Rise 
Low to from 1957 Low from 1960 Low 


to 1961 High to 1961 High 
(through June) (through June) 


1961 High 
(through June) 


© Date of High &% © Date of Low 

Standard & Poor's 
*500" 28 May 17 78 20 June 26 
DITA 25 May 19 68 18 Junel9 
70 Blue Chips 81 June 5 94 15 June 19 
70 Marginal Stocks 41 May 15 li4 22 June 27 


From the National Bureau’s tentative conclusions of 
their exhaustive studies of business cycles, we know 
that “nearly every business expansion has carried total 
output, employment and profits beyond the level 
reached at the preceding peak.” (Op. cit., p. 88.) 

Corporate earnings are only beginning to recover. 
Standard Facts and Forecasts project that corporate 
profits before taxes, on a seasonally adjusted annual 
rate, should rise from a recession low of some $39 
billion in the tirst quarter of 1961 to about $49 billion 
in the final three months, continuing upward to perhaps 
$54 billion by mid-1962. In the light of such projec- 
tions—which are shared by many other observers—the 
most favorable earnings comparisons with the corre- 
sponding period of the preceding year are likely to be 
those of the last quarter of 1961 and the first two quar- 
ters of 1962. We are undoubtedly justified in reaching 
the conclusion that the recent weakness in stock prices 
and the drastic contraction in the activity of transactions 
represent a normal correction of the first leg of a cycli- 
cal rise, This reaction should be followed by a resump- 
tion of the bull market which is likely to be. especially 
dynamic and brilliant when earnings will be approach- 
ing their next cyclical peak. We believe we are standing 
at the threshold of the bull market's second phase. 

As tar as individual equities are concerned, one of 
the characteristics of the current bull market was the 


extraordinarily strong advance of numerous stocks. We 
all know what happened to many new issues. We have 
also. observed the “fireworks” in over-the-counter 
stocks. In our technological age this was especially so 
in the case of stocks carrying the magic word “elec- 
tronics” in their corporate name. But even among listed 
stocks many sharp rises took place. 

In the accompanying tables we have assembled a 
wide cross-section of common stocks listed on the New 
York and American Stock Exchanges whose advances 
since their September-October 1960 lows to their 1961 
highs approached or exceeded 100%. These lists are 
not complete, but they do represent a generous sample. 
To avoid “wonder stocks” endowed with but a firefly’s 
lifetime, we left aside all issues whose price history was 
short, and included only those which could be traced 
back at least to the inception of the preceding bull 
market. In most cases, their record extends much fur- 
ther into the past. 

In the already abundantly quoted book, Dr. Moore 
calls attention to the fact that, unlike output, employ- 
ment or profits, stock prices have advanced more rap- 
idly after mild recessions than after severe contractions. 
He also notes that by the time the low in business 
activity had been reached, the stock price index (DJIA) 
had more than recovered the level on which it stood 
when the recession began, pages 88 and 93. Thus, the 
new bull market, which surprised so many observers by 
its power and speed, was merely confirming the cyclical 
norm, 

The 76 stocks in the following two tables were 
not selected; they stepped forward in response to the 
double condition of having lived through the preceding 
cycle from trough to trough and having succeeded in 
advancing in price 90% or more from the last trough. 
They surprised this writer by the great variety of the 
economic activities they represent. 

From the two adjacent columns showing their re- 
spective rises from each of the last two cyclical troughs, 
we may observe that they have had quite different 


AMERICAN STOCK EXCHANGE 


1961 High 

Sept.-Oet, (through June) 

1960 Low Price Date 
Audio Devices 18 1/2 48 5/8 6/5 
Brown-Forman “B" . 10 1/2 2177/8 6/1 
Burry Biscuit ; 1238/4 851/2 4/18 
Cenco Instruments 41 5/8 873/4 5/8 
Chesebrough-Pond's $11/2 6538/4 5/5 
Clary Corp. 81/2 2238/8 5/10 
Colonial Sand & Stone - 12 5/8 2738/8 5/5 
Compo Shoe Machinery = 714 21/4 6/6 
Dynamies Corp. of America 65/8 201/4 5/9 
Haxeltine : ; 20 47 7/8 65/15 
Microwave Associates 8038/4 6038/8 3/21 
National Bellas Hess 65/8 161/8 5/22 
Phoenix Steel 81/2 173/8 5/16 
Seeburg ; 18 1/8 481/2 5/8 
Stop & Shop ted: 80 1/8 66 4/10 
Technicolor : Sas 423/8 5/2 
Trans-Lux aoe 11 2538/4 6/5 
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ppr. S Rise Appr. Subsequent Appr. %% Retracement 
pt.-Oct. 1960 % Rise 1961 Low of Current Bull June 1961 
Low to 1957 Low- (through June) Market's Rise Closing 
1961 High 1961 High Price Date (through June) Price 
136 _ 773 36 6/27 30 36 
108 886 18 5/8 6/28 29 19 
178 914 253/8 6/28 44 25 1/2 
111 2,094 61 6/23 58 71 3/4 
109 387 5238/4 6/27 38 541/4 
168 795 141/8 6/238 59 14 3/4 
117 508 211/8 6/30 A2 211/4 
221 500 175/8 6/28 35 18 1/8 
206 710 135/8 6/238 48 141/4 
189 219 34 6/238 50 35 
96 1,758 411/2 6/16 64 42 
148 4388 123/8 6/28 39 13 1/8 
104 45 1831/2 6/238 43 15 5/8 
168 1,193 281/8 6/27 67 29 5/8 
119 633 421/4 6/27 65 45 3/8 
406 1,818 227/8 6/238 57 25 3/8 
184 758 21 6/28 $2 22 1/2 
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NEW YORK STOCK EXCHANGE 


Appr. % Rise Appr. Subsequent Appr. % Retracement 


1961 High Sept.-Oct. 1960 — % Rise 1961 Low of Current Bull June 1961 
Sept.-Oct. (through June) Low to 1957 Low- (through June) Market's Rise Closing 
1960 Low _ Price” Date 156K High 1961 High Price Date (through June) Price 
ENGINE Ok Fae aS ee ee 45 1/2 861/2 4/10 90 518 661/2 6/19 49 68 
American Hospital Supply —...... 14 7/8 847/8 4/26 185 204 2756/8 6/23 36 28 7/8 
American Machine & Foundry — 29 6385/8 4/20 119 695 461/4 6/19 50 47 5/8 
American Photocopy Equipment. 21 3/8 45 7/8 4/23 115 1,939 3821/8 6/27 56 33 1/2 
Argo Oil - sa SEG a = dee 26 3/4 5717/8 6/26 113 165 545/8 6/30 10 54 3/4 
Beckman Teer Ne fee er ree 75 1/4 145 8/4 5/5 94 667 115 6/19 44 1231/2 
ipincked:: Decker, 2 a coe 85 1/4 71 7/8 4/18 104 299 59 5/12 35 59 1/2 
IBF SWICK) occ eee ee SE 83 3/4 7147/8 3/8 122 2,396 5601/2 6/19 59 541/8 
RMD DeL SOUP eee eee 61 1/2 119 5/9 94 272 103 6/20 28 108 1/2 
OLSTIAT ACIS Se 8 eS EERE 2 21 401/4 6/14 92 847 3871/4 6/19 16 37 1/2 
ReGntaIN=COOd Siac ee 11 1/8 641/2 6/14 480 706 6511/4 6/22 25 54 1/4 
Commercial Solvents L7 1/2 845/8 5/81 98 246 29 6/19 33 33 
OVNI EVOCUCtS ys ee 29 5/8 59 7/8 6/5 102 828 49 3/4 6/27 84 55 
Grown Cork & Seal. 2 = 33 911/4 656/12 177 730 751/2 6/8 27 85 
CEC eB UDIISHIN Gee eee 8 165/8 5/16 108 115 14 6/5 30 14 3/4 
Disney Productions -2. 24 20 461/2 4/19 133 288 3841/2 6/19 45 37 
EMBL SON ULGCUriCs a eee 89 3/4 871/2 5/16 120 661 67 6/19 43 78 1/2 
VBE RDG T et ec ee es 201/8 451/2 4/18 126 264 3138/4 6/19 54 34 1/2 
Food Giant Markets —._................- 20 1/2 553/8 5/4 170 592 42 6/8 38 46 3/8 
General Railway Signal —.... 23 1/4 5438/4 4/14 136 184 43 3/4 6/7 35 47 1/4 
Gould National Batteries —... 241/2 °§54 6/7 120 286 451/4 6/28 30 45 3/4 
OPE COMCV aids Ge. CO seek tne 82 1/2 7651/2 65/10 132 91 671/8 6/138 19 70 5/8 
Great Western Financial -...... 22 1/2 5838/8 5/17 137 754 4256/8 6/13 35 47 3/4 
Haveg Industries ..... By Re Aa 24 5/8 501/4 4/24 104 1,790 33 7/8 6/7 65 36 5/8 
lest EL wu 0) tek cee: ted ene 38 5/8 TW11/4 3/21 112 891 521/4 6/28 49 53 1/4 
Inspiry Con. Copper 2. ae 29 1/2 56 5/17 90 120 47 6/19 33 47 
Interstate Dept. Stores —..............- 12 5/8 827/8 4/17 160 803 2141/2 6/27 55 27 
PSE SG IU Lh weeaeese ee eee 11 3/4 241/8 5/16 105 972 201/4 6/27 32 21 5/8 
Karr-MeGeer Oil. as 19 7/8 60 4/17 202 216 44 6/19 40 45 7/8 
TLD CR 2 ten es oe es es 141/8 29 3/8 5/9 108 634 2117/8 6/19 49 22 7/8 
een rhino et 17 7/8 481/2 4/21 ill 676 3841/8 6/19 AT 35 1/8 
Litton Industries a 68 1/4 143 5/5 110 615 1141/4 6/19 39 128 1/4 
fockheed Aircraft 22.2 211/4 481/8 6/28 126 269 46 3/8 6/29 t 47 1/8 
IME ON AVON) 4.2 55 et 87 1/2 9638/4 6/6 158 505 811/2 6/19 26 92 1/4 
BVIUO Gling eS. 18 7/8 3891/4 4/26 108 336 30 6/30 45 30 
Mereonthaler’ . 2 ee 17 35 5/31 106 338 291/4 6/19 32 291/4 
Metro-Goldwyn-Mayer —....- 33 7038/8 5/8 113 486 523/4 6/22 47 60 
Nopco, chemical 26 8/4 571/8 6/6 114 281 50 6/14 23 50 
Northrop be 2 gen eS EE s 84 1/2 6738/8 5/15 95 321 5438/8 6/19 40 60 7/8 
Pet Milk - Ses 30 62 4/3 107 288 52 5/8 31 58 1/2 
Philadelphia & ‘Reading ~ sed 26 65 7/8 4/26 153 449 53 3/4 6/27 30 56 3/8 
Pitney-Bowes ......- tees S22 29 1/4 5691/2 6/1 103 297 50 6/27 31 54 
Republic Aviation -—..............--.- 25 3/8 5138/4 5/10 104 298 421/4 6/19 36 45 
Revlon — 26 7/8 7191/8 5/17 194 559 57 6/23 42 61 1/4 
nBeris to ee ee Se eR el 12 231/2 5/8 96 135 161/8 6/26 64 18 
Mont AITOVAL 5. eee 13 5/8 2/2, b/d 102 120 221/2 6/30 36 23 1/8 
PER te ace as ae rel 207/8 4/4 90 596 141/2 6/27 65 15 5/8 
Shattuck. (Frank G.) =<... 14 7/8 3813/8 2/28 eee 292 205/8 6/27 65 21 
Singer Mfg. ya ee oad 581/2 1021/2 6/5 92 220 88 6/19 30 98 
Smith-Corona- Marchant - BS Ay = 11 1/2 811/4 5/10 172 112 203/8 6/19 55 23 7/8 
Rostry: Rand <2! Sa ee 18 8/8 35 5/15 91 106 26 5/8 6/19 50 27 5/8 
Spiegel —... Bnew 84 647/8 4/4 9 711 4238/4 6/23 72 44 1/4 
Standard Kollsman ese 18 1/8 5381/4 6/5 194 788 431/8 6/27 29 441/8 
Stokely-Van Camp 14 3/8 291/4 6/8 103 1938 251/2 6/19 25 26 7/8 
Home TNOUStYiGd . ee ee 71/4 161/8 5/10 122 95 131/8 6/7 34 15 3/4 
United Whelan ___ be a ae. 10 23 4/4 130 360 125/8 6/9 80 141/2 
Nerian Associates, 2-2 88 1/8 7173/8 4/27 103 1,005 541/4 6/19 59 58 1/2 
Ward Industries, 1... 5 28 5/8 460 250 201/4 6/27 34 20 3/4 
Peenttn. Cua iG i tates ee 9538/4 185 6/6 93 825 158 6/15 30 166 
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careers. In some cases, their huge recent gains are over- 
shadowed by their own previous spectacular advances. 
On the other hand, there are some who have done 
better in the last few months than in the course of the 
past three years. 

Most of the individual equities reached their respec- 
tive highs in the interval of the two weeks separating 
peaks of the four indexes shown in small table (p. 86). 
But a good many stocks peaked out around the middle 
of April when the first correction of any size interrupted 
the bull market’s advance. 

The retracements of the wide advances during the 
bull market’s first phase were amazingly small in the 
case of numerous stocks in our long table. This is par- 
ticularly striking if one compares them with the retrace- 
ments of the four indexes whose own bull market gains 
were much more modest. These relatively small losses 
of the percentages of their rises are mostly due to favor- 
able recent reappraisals of their earnings projections or 
to anticipated special developments. The greatest set- 
backs, on the other hand, can be often traced to changes 
in opinions concerning future earning power growth 
even when current backlogs of orders still look impres- 
sive. In certain instances, the steepness of the decline 
may have been purely of a technical nature and the 
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result of a narrow market. Yet there are also, of course, 
present some illustrations of stocks carried too high by 
sheer public fancy. The correction inflicted upon their 
owners a well-deserved whipping. 


Perhaps even more convincingly than the averages, 
the list of individual stocks conveys the impression that 
the correction has run its course. For many stocks it 
has lasted two or three months, or even longer. As this 
report goes to press, nearly one-half of the issues ap- 
pearing on our list are showing sharp reversals from 
their recent lows. When our readers get their copies of 
the Journal they can look up the latest quotations in 
the price sheets of their favorite papers. 


POSTSCRIPT 


It would be fun to do more research on our table of 
individual stocks. An analysis of their past, present and 
projected earnings trends would lead to estimates of 
their investment values in terms of present worth. And 
values could then be confronted with prices at the 1960 
cyclical troughs, their recent highs and as they stand 
now. 

However, unlike some of our previous papers, this 
report is not a valuation study. It deals with the cyclical 
problem. Among factors affecting stock prices, cyclical 
fluctuations rank as high as values. From our earlier 
investigations, we know that the averages and many 
individual stocks are overpriced. But the momentum 
of cyclical expansion can carry them still higher. 


Ever present also in the background are the long 
term trends and the structural changes. They too are 
outside the scope of this review. Yet we must remain 
cognizant of the fact that basic changes are at work. 
They make the effectiveness of cyclical analysis doubly 
important. The next recession may feel their impact 
more than has been the case during the years gone by 
since the last great war. 

And speaking of war, its risks are sufficiently real to 
include in our perspective the possibility of a severe 
market break at some unpredictable point. No doubt 
stocks would rebound as fast as they would fall once 
the scare has passed, unless we are precipitated into 
nuclear oblivion. 

Against this risk, outside of loyal support of national 
policies, a Financial Analyst has no safeguards to offer. 
But he can be more helpful in contributing to the pre- 
vention of calamities of an economic nature, such as a 
recurrence of the collapse of international credit which 
shook the free world 30 years ago. The recent warnings 
by Jacques Rueff in Le Monde and in July’s Fortune 
are a great credit to the author and his profession. 

Reverting once more to cyclical trends, a stock mar- 
ket Analyst can also be helpful by warning in time 
about impending cyclical turns. This is not easy. Being 
a “leading” cyclical indicator, stock prices usually pre- 
cede, in their reversals, most of the other economic 
factors. Last October, we were fortunate in discerning 
a cyclical trough. Let us hope that this good fortune 
will not forsake us at the next cyclical peak. 
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“SERVING TWO AND ONE-HALF MILLION PEOPLE IN A REGION WHERE DIVERSIFIED SKILLS BRING SOLID GROWTH.” 


Looking Ahead With Armco 


New Dry Wall Nail 
Resists Popping 


Builders who have used it are enthusias- 
tic about a new nail for dry wall instal- 
lation. It is designed to prevent popping 
of nails or bulging of heads. This new 
nail was developed by Armco’s Shef- 
field Division, a leading producer of 
fastening devices along with many 
other steels and steel products. 

The new nail is designed with annu- 
lar rings around the midsection of the 
shank. As studs and joists dry and 
shrink, the nail moves with the wood 
and holds the dry wall tightly against 
the lumber. 

With the last hammer blow, the thin 
conical head is countersunk, virtually 
eliminating wallpaper surface-breaking 
and making smooth joint taping easy. 

The new Sheffield nail saves builders 
both time and money. Its smaller shank 
diameter means more nails per hundred 
weight, and nailing is faster. 
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Armco’s New UNIVIT Offers Savings to Enamelers 


Univit®, a new base for porcelain en- 
ameling that was developed and pat- 
ented by Armco, promises important 
production savings and better results to 
manufacturers of porcelain enameled 
appliances and other products. 

Most porcelain enameling is a two- 
step process. First, a ground coat is ap- 
plied to the metal and fired. Then the 
finish coat is applied and fired. 

Univir makes it possible to elimi- 
nate the ground coat and apply a finish 
coat in white or color directly to the 
metal. Not only does it eliminate an en- 
tire step in processing, but Univir has 


Beneficiated Ore Used in all Blast Furnaces 


Armco’s ore improvement program, 
which has led to the use of processed 
ore in all of the company’s blast fur- 
naces, has stepped up efficiency and re- 
duced pig iron production costs. 

This increasing efficiency was demon- 
strated when the No. 3 blast furnace at 
Middletown established a world record 
for pig iron production. During one 
month, it produced an average of 
2,804 tons of pig iron per day. 

Armco is the first major steel com- 
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pany to supply all its blast furnaces 
with iron ore prepared by combinations 
of sizing and sintering or by pelletizing. 
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demonstrated that it makes a better 
finished product. It puts an end to prob- 
lems that enamelers call “fishscaling” 
and “boiling” and gives excellent en- 
amel coating adherence. 

Appliance manufacturers are using 
Univit, particularly for parts such as 
range, washer and dryer tops. It is ex- 
pected that this new Armco product will 
find wide use elsewhere in the growing 
porcelain enameling industry. 

Univir is another new metal from 
Armco’s Research Department, which 
put more than 15 years of development 
activity into this product. 


Divisions: Armco + Sheffield » National Supply + Drainage & Metal Products « International 
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Computers and the Stock Market 


Recently your publication ran an 
article on the possible use of com- 
puters for the selection of stocks in 
the future (Lawrence W. Conant, 
“Tomorrow’s Investment Informa- 
tion Tonight,” Financial Analysts 
Journal, March-April, 1961. 

There is no doubt that computers 
will indeed play a powerful role in 
the stock market. When and to what 
extent this will be the case is only 
of secondary importance if it is ac- 
cepted that it will happen. But that 
it will happen can be concluded 
from the fact that selections of se- 
curities for investment involves the 
processing and evaluation of masses 
of data. Computers are or will be 
used for precisely this purpose in 
every conceivable field of endeavor. 
As the use of computer services be- 
comes more widespread and com- 
puter techniques more perfected, 
their use will also become less cost- 
ly. Applications of computers will 
then become commonplace in fields 
which do not even remotely consider 
them today. The experience of the 
recent past already offers ample il- 
lustration for this development. 

Among the various uses of com- 
puters, as they are discernible today, 
their application to the stock market 
raises some most intriguing ques- 
tions and may cause some startling 
results, results which are unexpected 
at first sight and are contrary to their 
effects in other fields. It would be 
interesting to explore anticipated ef- 
fects even if there were doubts as 
to the usefulness of computers in 
making selections of stocks. On the 
other hand, such doubts could arise 
as a result of an analysis of the 
logic involved. 

Briefly, it is the purpose and the 
function of a computer to make in- 
formation available, analyze it and 
render it more easily useable or to 
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speed up these processes which 
would traditionally be performed by 
human labor. The speed-up, while 
convenient and beneficial in many 
respects, does not introduce any- 
thing fundamentally new. 

But a completely novel element is 
introduced if information is made 
available—in more accessible form 
—which simply could not have been 
obtained before. This situation dif- 
fers from the pre-computer situation 
in that uncertainty in decision mak- 
ing or in evaluations is greatly re- 
duced to the extent that data depict- 
ing the present or past are needed. 
Many examples could be found as 
illustration of this point but it will 
be sufficient to mention a few: in- 
ventory control, air traffic control; 
weather forecasting; and the like— 
not necessarily as they are practised 
today, but as they are in the devel- 
opment stage and will be operated 
in the near future. 

These cases share two character- 
istics: (1) they increase certainty 
concerning the facts; and (2) the 
situation is adequately defined by 
the information thus obtained. In 
other words, computers help hu- 
mans to act more rationally. 


How Computers Help 


Now the question may be asked: 
Will this be equally true if compu- 
ters are used for stock selections? 
To answer this question it should 
first be understood precisely how 
computers would aid this process; 
i.e., what information they would 
supply which would otherwise not, 
or not as readily, be available. As 
in the illustrations mentioned above, 
this information will consist of data 
describing the present and the past. 
Theoretically, economics and time 
permitting, every quantifiable fact 
of relevance to the performance of 
a company and its stock could be 
exploited in the analysis by a com- 


puter, and comparisons with other 
companies could be made on this 
basis. The main difference between 
this set-up and today’s practices 
consists of the much greater pre- 
cision, speed, and comprehensive- 
ness that could be achieved in the 
analysis of current data. This would 
permit and probably bring into com- 
mon use new concepts and stand- 
ards of reporting and analysis such 
as proposed in Mr. Conant’s recent 
article. 

The end-result would be an infi- 
nitely higher degree of comparabil- 
ity of stock market data. Today, 
price earnings ratio and dividend 
yield are the only information about 
stocks based on a common denomi- 
nator which are widely used because 
they are calculated quickly. There 
is no reason why other concepts 
such as return on assets or on net 
worth should not find the same ac- 
ceptance as soon as the ready figures 
become available to everybody. All 
kinds of growth rates — or more 
generally rates of change—could be 
computed and could be correlated; 
for instance those pertaining to a 
company performance with those 
pertaining to price action. The field 
is wide open for an imaginative 
approach. 

All this new information would 
serve to increase the transparency 
of the stock market and the array of 
companies and industries surveyed 
in preparation of investment deci- 
sions — something that can be 
achieved today only from laborious 
research. A simple glance at the 
data sheets coming out of the com- 
puter would permit rejecting or 
selecting of stocks according to a 
number of criteria. Choices could 
be made more intelligently. But is 
this really true? 

Two cases must be distinguished 
here: (1) The information obtained 
from the operation of a computer 
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accessible only to a restricted group; 
(2) available to the public. 


Case (1) assumes a situation 
where an institutional investor or 
any other investor who is able to 
afford it and who recognizes the 
value of a computer in making stock 
selections employs one for this pur- 
pose. Only he and nobody else 
benefits from the information thus 
obtained; thus, he enjoys a truly 
differential advantage over every- 
body else who does not have his 
own computer working. 

Case (2) assumes a situation 
which may develop either through 
some kind of competitive process 
leading to an extension of free fi- 
nancial information from brokerage 
firms to their actual and potential 
clients; or through an extension of 
the principle of good reporting to 
the public as required of the stock 
exchanges. In other words, a bro- 
kerage firm which considers suc- 
cessful stock recommendations the 
strongest method for attracting and 
keeping customers may use a com- 
puter to pick stocks; other broker- 
age houses would follow suit to 
match their competitor. Or the stock 
exchanges would report packages of 
data as suggested by Mr. Conant. 
Computers would be needed to pre- 
pare these packages instantaneously. 
In this case every investor would 
enjoy the advantage of more infor- 
mation but nobody, presumably, 
would have an edge over anybody 
else. The starting conditions would 
be lifted to a higher plain, so to 
speak, but they would be equalized 
again. 


Selection of Stocks 


It is now time to consider the 
obvious fact that stocks are selected 
not only (often not even primarily ) 
on the basis of the companies’ past 
performance but also on the basis 
of future expectations. Of course, 
future expectations will not be in- 
cluded among the data analyzed by 
computers as a matter of course be- 
cause if they are quantifiable at all, 
and if they can be related to a com- 
mon denominator, this will be pos- 
sible only after extensive non-com- 
puter research. 

With or without computers, an 
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intelligent and profitable investment 
selection will always require diligent 
work and shrewd judgment concern- 
ing the future performance of the 
company in question and the market 
action of its stock. 

It may be assumed for the sake 
of argument that computers will be 
used extensively for stock market 
analysis and that this information 
will be made available to the public 
(case 2 above). Then the Financial 
Analyst and investor would not need 
to spend much time piecing together 
the record and current position of 
the company or comparing it with 
that of other companies; this work 
would have been done for him. 
They could devote all their attention 
to the future outlook. In fact they 
would have to since this would be 
the area left for individual judgment 
and professional ingenuity. 

The implications of this observa- 


tion are significant. The appraisal 
of the future will continue to be 
characterized by uncertainty even 
on the background of a completely 
transparent present. Different per- 
sons will continue to have different 
opinions about the future. Human 
nature what it is, people will con- 
tinue to swing between optimism 
and pessimism in viewing the future, 
leaning toward optimism on balance. 

The paradoxical conclusion is 
this: A generally improving knowl- 
edge of the facts depicting present 
and past tends to shift the competi- 
tive effort leading to investment 
choices from the appraisal of the 
present to the appraisal of the fu- 
ture. This does not seem to favor 
stability of the stock market. If any- 
thing it would make for greater in- 
stability. It will certainly be accom- 
panied by an apparent disregard for 
the “fundamentals,” the valuation 
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of stocks based on traditional and 
noncomputer-analyzed yardsticks, if 
there is anything in the future of a 
company that excites the public. 

The assumption of complete pub- 
licity for the information and an- 
alyses produced by computers can 
be relaxed and a situation some- 
where between exclusiveness and 
free availability may be assumed 
without damaging the conclusions. 
Indeed, they ring familiar even for 
an era without computers. The con- 
clusions are a portrait of the present 
stock market where growth is at a 
premium as never before and where 
exotic twists in a company’s business 
or name are more important than 
reasonable price-earnings ratios and 
yield. 

This situation is blamed on specu- 
lation of an uninformed public sup- 
ported by poor advice from the 
professionals. Undoubtedly this is 
true, to some extent, but at the same 
time even the serious professionals 
stress the significance of exceptional 
growth in a company as a criterion 
for the selection of a stock. There 
are many good reasons for it, not 
the last of which are the state of the 
economy and the not so convincing 
performance of many of the more 
traditional values. 

But it may be worthwhile to pon- 
der this situation in the light of the 
foregoing comments. It is generally 
agreed that in the last 15 years or so 
the professional standard of Finan- 
cial Analysts has risen appreciably. 
Likewise, data and reporting pro- 
cedures have improved. This must 
mean greater availability and com- 
parability of information to the in- 
vestor. 

Past and present of the business 
universe are already more transpar- 
ent than formerly, and the com- 
petitive process may already have 
brought about the shift toward giv- 
ing more weight to future expecta- 
tions in making stock selections. 
The parallel should not be carried 
too far, but it is an interesting side- 
light to the discussion about compu- 
ters that essentially the same forces 
of reason may already be at work 
today to bring about “unreasonable” 
results similar to those expected 
under the rule of computers. 
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Report from North American Aviation, Inc. 


How a single division of 
a major manufacturer 
specialized in large 
rocket engines 


(and in 1960 topped 
the corporation’s total sales 
of just eleven years ago) 


In 1950, North American Aviation, then a leading 
aircraft manufacturer, had sales of $143,032,357. In 
1960, its Rocketdyne Division, the Free World’s lead- 
ing producer of power for missiles and space vehicles, 
had net sales of $175,867,661. During the same year, 
North American’s sales neared a billion dollars — the 
result of a sound diversification program from within 
the corporation. 

Rocketdyne, a pioneer in rocket technology, was first 
with power for America’s long-range ballistic missiles, 
first with power for outer space. With major facilities 
in Canoga Park, California; Neosho, Missouri; and 
McGregor, Texas, Rocketdyne has produced the engines 
that have launched more than 300 major missiles, satel- 
lites, and space probes. The propulsion systems for the 
Redstone, Atlas, Thor, Jupiter, and Saturn systems 
have all been produced by Rocketdyne. 

Rocketdyne today is involved in research and devel- 
opment programs which will lead to the space engines 
of the future. A 1,640,000 lb. thrust has already been 
achieved with a full scale thrust chamber for the giant 
F-1 engine. This was the highest thrust ever recorded 
in the Free World. 

Through research, engineering, and management, 
Rocketdyne is constantly at work to increase thrust 
performance and develop new propulsion techniques 
of both liquid and solid rocket engines. Other, more 
advanced, forms of propulsion are also under study: 
hydrogen-fueled engines, nuclear engines, ion engines, 
plasma jets, magnetohydrodynamic engines. 

Rocketdyne is but one of six divisions at North 
American Aviation where extensive research and devel- 
opment in many fields of the future has led to sound 
diversification and corporate growth. 


NORTH AMERICAN AVIATION 


DIVISIONS: ATOMICS INTERNATIONAL, AUTONETICS, COLUMBUS, 
LOS ANGELES, ROCKETDYNE, SPACE & INFORMATION SYSTEMS 


At work in the fields of the future 


SINCLAIR OIL CORPORATION -° 


Where ‘Backseat Driving’ 


On land, backseat driving is scorned, usually pro- 
duces only trouble. At sea, however, driving from 
the “backseat” is proving to be a profitable method 
of operation, producing more efficient water trans- 
portation of petroleum. 

Sinclair Refining Company currently operates two 
unique “bridge-aft” ships for crude oil movement. 
The ships’ design eliminates the traditional midship 
superstructure. This has resulted in construction and 
maintenance savings and added cargo-carrying 
capacity. Operating experience has shown that these 


Pays Off 


ships are easier to navigate and provide even greater 
crew safety than do conventional tankers. 

Satisfactory performance by these ships has led 
Sinclair to order two larger and faster “bridge-aft” 
tankers, each with approximately double the carry- 
ing capacity of the existing ships. 

Economical transportation is essential to an inte- 
grated organization dealing in a bulk commodity 
like petroleum, and the improved tankers which 
provide this transportation contribute to the profit- 
able growth of the organization. 


SNAME- Sinclair salutes the Society of Naval Architects and Marine Engineers, 
which since 1893 has contributed importantly to America’s maritime progress. 
Through its 7,000 members, the SNAME promotes the art and science of ship 
building and engineering, thereby helping to maintain the strength of the naval 
forces guarding our freedom and the merchant ships carrying our trade. 


600 FIFTH AVENUE e 


NEW YORK 20,N. Y. 


Business Outlook as Seen by Financial Analysts 


In The Financial Analysts Fed- 
eration’s “opinion survey,” taken at 
Richmond, Virginia, during the last 
annual convention, Financial Ana- 
lysts were asked to record their in- 
dividual observation on a variety of 
subjects, ranging from the general 
business outlook, to the stock mar- 
ket, specifically, and then to a 1962 
forecast. 


A compilation of their observa- 
tions revealed that next year’s Gross 
National Product will be up from 
1% to 10%, with the majority hold- 
ing that 5% is more likely. Only 
one Analyst saw the possibility of a 
decrease, and that forecast was not 
less than 5%. 


On the matter of unemployment, 
the majority visioned a decrease, 
with percentages ranging from 1 to 
10. Those who thought unemploy- 
ment will increase ranged their per- 
centages also from 1 to 10. 

Industrial groups believed to have 
the greatest potential for improved 


BOSTON EDISON | 
COMPANY 


Preferred Dividend 


A quarterly dividend of $1.06 
per share has been declared 
payable on the first day of 
August 1961 to stockholders of 
record at the close of business on 
July 10, 1961 of the Company’s 
Cumulative Preferred Stock, 


| 

A quarterly dividend of $1.19 | 
per share has been declared 
payable on the first day of 
August 1961 to stockholders of 
record at the close of business on 
July 10, 1961 of the Company’s 

Cumulative Preferred Stock, 

4.78% Series. | 

i 


Common Dividend No. 289 
A quarterly dividend of 75 cents 
per share on the Common Stock 
of the Company has been de- 
clared payable on the first day 
of August 1961 to stockholders 
of record at the close of business 
on July 10, 1961. 

Checks will be mailed from 
Old Colony Trust Company, 
Boston. 


ALBERT C. McMENIMEN 
Treasurer 


‘Bo 
! 
4.25% Series. 
: Preferred Dividend 
! 


Boston, June 26, 1961 
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earnings, 1961 vs. 1962, were—in 
order of the greatest percentage of 
Analysts’ views — electronics, oils 
steel. 


On the question of selecting in- 
dustry groups for greatest market 
appreciation by May 1962, (in order 
of preference) were: electronics, 
oils, office equipment and steels. 


Forecasting opinions as to the 
Dow-Jones industrial averages, as of 
Nov. 1, 1961, revealed that an ap- 
proximate 750 top is envisioned; for 
Rails, 150; and for Utilities, 115. 
Then, for May 1, 1962, Financial 
Analysts saw a figure hovering 
around 700 for the Dow-Jones in- 
dustrials; for Rails, between 150- 
160; and for Utilities, around 120. 

Sales, Net Earnings and Profits 
forecasts for 1962 were definitely 
on the bullish side. And _ stock 
prices, as reflected by the Dow-Jones 
averages, were forecast as higher by 
May 1, 1962, as compared with 
prices as of May 1, 1961. 


Uniteo States Lines 
Company 


3% 
Stock 


DIVIDEND 


The Board of Directors has declared an 
extra dividend payable July 7, 1961, in 
shares of common stock amounting to 
three per cent (3 %) of the common stock 
registered in the name of each stock- 
holder of record June 14, 1961. 
THOMAS R. CAMPBELL, Secretary 
One Broadway, New York 4, N. Y. 
as 


Interlake Iron 


DIVIDEND No. 68 


Interlake Iron Corporation, 
-Cleveland, has declared a 
dividend of 40 cents per share 
on its common stock, payable 
June 30, 1961, to stock- 
holders of record at the close 
of business June 16, 1961. 


Maker of Iron and Ferroalloys 
— 


Junior Investment Analysts 
Elect Reinisch President 


Hans Randolph Reinisch, has 
been elected president of The New 
York Society of Junior Investment 


Hans Randolph Reinisch 
Analysts. He is in the international 
section of Chase Manhattan Bank. 

Mr. Reinisch, a graduate of 
Queens College, attended the 
Fletcher School of Law and Di- 
plomacy and studied European eco- 
nomic integration at the University 
of Amsterdam. He was awarded a 
Fulbright Scholarship. From 1954- 
56 Mr. Reinisch was an interpreter 
for the United States Army. 


Public Service Electric 
and Gas Company 


NEWARK.N. J. 


QUARTERLY DIVIDENDS 


The Board of Directors has de- 
clared the following dividends 
for the quarter ending June 


30, 1961: 
Class of Dividend 
Stock Per Share 


Cumulative Preferred 
4.08% Series . . . . $1.02 


4.18% Series . 2... 1.045 
4.30% Series .... 1.075 
5.05% Series .... 1.2625 


5.28% Series .... 1.32 
$1.40 Dividend 

Preference Common . +35 
Common ... ++ + « .50 


All dividends are payable on or 
before June 30, 19 1 to stock- 
holders of record May 31, 1961. 


J. IRVING KIBBE 
Secretary 


PUBLIC SERVICE 


CROSSROADS OF THE EAST 
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ALLIED 
CHEMICAL 


...through 3,000 chemicals...opens doors to better products... 
for home...for farm...for industry...and for the new age of space 


New decorative ceiling tile and insulating plank enable New fertilizer filling stations, in prime agricultural areas, 
do-it-yourself fans to get “new rooms for old” in short order. let farmers “filler up” as easily as buying gasoline. 


New plastic-foam trailer panels, with urethane “filling,” New boost for rocket engines is being attained by 
reduce weight, increase capacity, and are easy to install. Allied Chemical developments in nitrogen and fluorine. 


For booklet listing our principal products and BASIC 

sales offices write today to Allied Chemical To ‘ 

Corporation, 61 Broadway, New York 6, llied 

N. Y., or phone HAnover 2-7300. (In AMERICA’S 

Canada: Allied Chemical Canada, Ltd., 1450 a 

City Councillors Street, Montreal.) PROGRESS hem ical 


DIVISIONS: Barrett * General Chemical + International » National 
Aniline * Nitrogen * Plastics * Semet-Solvay * Solvay Process 


Letters .. - 


We'll See 
Editor: 

A word of approbation for the edi- 
torial, “Bull Market of October 1957- 
196?,” by William Kurtz. Alike to 
Mr. Kurtz, I also find the market’s 
immediate past performance not to be 
out of line with historical relation- 
ships. In my opinion, it would have 
been a more exacting parallel if the 
D.J.I.A. had receded to about 380 in 
late 1957 or early 1958. ... 

Mr. Kurtz envisions a_ possible 
D.J.1.A. of 1100 plus by 1964; my 
guess is that the average will drop to 
about 550 before February of 1962 
and then rise to about 700 by late 
1963 or early 1964. The high point, 
I think, will have been the 705 formed 
the first week of May 1961. 


Robert F. Snyder 
Hamilton, Ohio 

Wants ‘Mixture as Before’ 
Editor: 

The article in the Financial Ana- 
lysts Journal about “Evolution of the 
Financial Analysts,’ by Donald H. 
Randell was a refreshing change from 
the usual fare of esoteric methods for 
valuing stocks or justifying stock 
prices. Possibly there should be a 
regular series in your magazine coy- 


In Memoriam 


VERN S. BELL 

Vern S. Bell, 66, chairman of the 
board of Bell & Farrell, Inc., Madison, 
Wis., died Feb. 6. He was a member 
of The Investment Analysts Society 
of Chicago. Mr. Bell was a graduate 
of Indiana University and entered the 
investment business in 1922 with Hal- 
sey Stuart & Co. He established his 
own firm with Carl W. Farrell in 
January 1931. 


. PHILIP THOMAS COLLINS 

Philip Thomas Collins, 58, a mem- 
ber of the sales staff of Cruttenden, 
Podesta & Co., died Jan. 17. He was a 
member of The Investment Analysts 
Society of Chicago. A native of Cleve- 
land, he began his financial career 
with the bond department of the 
Union Trust Company. Subsequently 
he served as Chicago office manager 
for Graham, Parsons & Co. (later 
merged with Hemphill, Noyes & Co.), 
American Securities Corp. and Her- 
bert J. Sims & Co. Survivors include 
two sisters: Miss Margaret J. Collins, 
an attorney with DuPont; and Mrs. 
Charles Anselm of Cleveland. 
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(Following is a postcard message 
trom Ralph Rotnem, research partner 
of Harris, Upham & Co., and an asso- 
ciate editor of the Financial Analysts 
Journal). 


Delphi, Greece 


Came here to consult the Oracle 
of Apollo and asked about the New 
York Stock Exchange. The advice 
was to read the “Financial Analysts 
Journal.” Pretty smart these Greek 
gods! 


ering the problems of the budding 
Financial Analyst and his career. I 
wish your article had been written in 
1935 when I entered the maelstrom. 

Robert I. Cummin 

Vice President 

Wellington Management Co. 

* * 

From the Head Office 
Editor: 

Many thanks for your letter of the 
2nd instant and for sending me ex- 
tracts from the article which will ap- 
pear in your current issue. I shall 
look forward to receiving this, and am 
pleased to hear that you enjoyed your 
visit. We certainly enjoyed discussing 
matters with you and your represen- 
tatives. 

A. J. Peech, Managing Director 

The United Steel Companies Ltd. 

Sheffield, England 

Enjoyed European Articles 
Editor: 

Although I am not a professional 
Financial Analyst, I have been a sub- 
scriber to your magazine for some 
time. For the most part I find the 
articles enlightening and interesting. 
I especially enjoyed the series on the 
European Business Conference Trip 
in your May-June issue. 

Lynn W. Sickler 
Charleston, S. C. 


FIFTEEN YEARS AGO 
IN THE JOURNAL 


Wall Street is the traditional place 
to make a fortune, though to most of 
us it is only a means to make a living. 
Our clients are interested in (1) safe- 
ty of income and principal, or (2) ap- 
preciation of principal, geared to in- 
dividual psychology and tax problems. 
Investment bankers try to select the 
best of the high-grade income securi- 
ties by careful statistical comparisons. 
There is a wide gulf between this 
dignified profession and the statistical 
pursuit of market gains—but the lat- 
ter is naturally the most glamorous 
phase of Wall Street. 

In the old days inside information, 
unlimited pool operations, options, in- 
termediate market cycles, low margin 
requirements, etc., aided the shrewd 
market operator to build a fortune so 
long as he didn’t overplay individual 
stocks or overstay a bull market. But 
today, with the market no longer 
rigged in favor of the “insider,” the 
speculative approach must be more 
scientific. To aid the customers’ man 
and his clients there is a vast amount 
of research, field investigation, etc. 

Financial services recommend in- 
teresting issues, growth stocks and 
special situations on the assumption 
that such issues will do better than 
the general market and can be bought 
regardless of the trend of the aver- 
ages. Some services stress the impor- 
tance of timing, and some traders 
ignore all investment standards such 
as earnings and dividends; they rely 
entirely on formulas such as the Dow 
Theory, chart records such as the 
“yoint and figure” method, analysis of 
trading volume, and relative trends, 
etc. More dignified followers of the 
“timing” idea govern the ratio of 
security holdings to cash by the broad 
trend of the market, attempting to 
ride the long term cycles. 


DIAMOND NATIONAL 


CORPORATION 


SOM CONSECUTIVE 


YEAR OF DIVIDENDS 


National 


The Board of Directors of Diamond 
Corporation on June 27, 
1961, declared a quarterly dividend 


of 37%,c per share on the $1.50 
Cumulative Preferred Stock. At the 
same meeting the Board also declared 
a quarterly dividend of 40c per share 
on the Common Stock. Both dividends 
are payable August 1, 1961 to share- 
owners of record July 10, 1961. 


HENRY A. BUTTFIELD 
Secretary 


PULP PRODUCTS - PACKAGING & ADVERTISING MATERIALS - LUMBER - MATCHES - WOODENWARE 
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Greater Philadelphia has all the 
srowth factors industry needs 


GOOD TRANSPORTATION 


In an area where there is room to 
grow, the right combination of fac- 
tors can make an industry become 
strong and prosperous. Greater 
Philadelphia has that nourishing 
combination to an unusual degree. 
A big network of major rail, truck, < haw” 

air, and ship facilities moves goods SKILLED WORKERS 
everywhere with ease and econ- 
omy. Plenty of skilled manpower, 
excellent research facilities, and 
the nearness of the nation’s richest 
markets, with a population of 24 
million people, are also part of the 
combination. Backed by an abun- 
dance of electric power available 
for every present and future need, 
business naturally thrives in this 
area. If you’re interested in growth, 
you'll be interested in Greater 
Philadelphia, Land of Opportunity. 


ea ee 
AMPLE ELECTRICITY 


ROOM TO GROW 


RESEARCH FACILITIES 


Philadelphia Electric Company 


A tax-paying, investor-owned company with more than 100,000 stockholders...Serving the world's greatest industrial area, Delaware Valley 


a 


How To GET MorE FOR YOUR 
Money. By Sylvia F. Porter. The 
World Publishing Co., Cleveland, 
Ohio. 282 pages. $3.95. 


Reviewed by ALAN C. POOLE, 
Hemphill, Noyes & Co. 


Reading the first chapter of Miss 
Porter’s book, “The Economics of 
Daily Life” is likely to make the 
reader feel that this is something 
strictly for the newlyweds or the 
young man about to embark on a 
career. Unlike the theatre critic who 
can walk out on the first act of a 
play, this reviewer fortunately was 
required to read the remainder of 
the book and after wading through 
some rather elementary ideas on in- 
vesting he began to reach the meat 
of it. 


Starting with a dissertation on 
why 1929 will not happen again, 
Miss Porter continues on to give us 
an understanding about the “Baffle- 
gabs” of Washington; a description 
of the executive’s life from martini 
lunches and office romances to how 
he should plan his career; a discus- 
sion of the importance of the inter- 
national situation; and a revelation 
on the importance of womanpower 
in corporate affairs. Finally she 
points out the challenges of the past 
and future and what we have to look 
forward to. 


From this rather diversified col- 
lection of information the astute 
Financial Analyst may glean some 
good ideas while the novice in the 
field may acquire a lot of general 
information. 


Miss Porter is inclined to pontifi- 
cate occasionally, but a lot of her 
material is presented in a light and 
humorous vein. At one time it is 
indicated that this book is directed 
to the female reader; but at the con- 
clusion one decides that there is 
plenty of worthwhile material for 
both sexes. 
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ELECTRONIC BUSINESS MACHINES. 
Edited by J. H. Leveson. Philo- 
sophical Library, Inc. 272 pages. 
$15.00. 


Reviewed by PHILIPP H. LOHMAN 
University of Vermont 


The occasion for this volume was 
a series of lectures delivered at Dun- 
dee Technical College in 1958 in 
connection with two courses on elec- 
tronic computers. The editor, head 
of the Management and Higher 
Commercial Studies Department at 
Dundee Technical College, Dundee, 
Scotland, says that these lectures 
“have been largely rewritten and ar- 
ranged in a way which provides a 
study of computers — their scope, 
characteristics, operation, and ap- 
plication—and a review of business 
problems from this new viewpoint.” 


The list of contributors is impres- 
sive, ranging from representatives 
of such well-known firms as IBM 
United Kingdom Ltd., Ferranti Ltd., 
National Cash Register Co. Ltd., to 
MIT professors and a member of 
The University Mathematical Labo- 
ratory at Cambridge, England. The 
chapters written by Mr. R. H. Greg- 
ory, senior engineering specialist, 
Data System Operations of Sylvania 
Electric Products, quondam indus- 
trial management professor at MIT, 
should be particularly useful to any 
management. 

One-third of this well-written 
book is devoted to programming, 
starting out with simple operations 
to instruct the computer to perform 
a given useful series of operations 
and going to quite elaborate calcu- 
lations. The chapters’ usefulness is 
enhanced by including a discussion 
of recent development in program- 
ming. 

Another third of the chapters 
deals with the topics that will and 
certainly should occupy any man- 
agement contemplating the installa- 


tion of a computer, such as analysis 


of current operations, organization 
patterns, system analysis and design, 
selection and training of personnel, 
and auditing and control problems. 
Mr. Gregory, in this connection, 
stresses one thought which is all too 
often overlooked, namely that it is 
more a firm’s structure and data- 
processing problems than any mea- 
surement of its size which determine 
the size of the computer to be ac- 
quired. 

The final part of the book de- 
scribes in rather detailed manner in- 
put and output equipment, magnetic 
tape, punched cards, telecommuni- 
cations, and file maintenance with 
magnetic tape. 

So far little work has been done 


© Southern California 
Edison Company 


DIVIDENDS 

The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


COMMON STOCK 
Dividend No, 206 
65 cents per share; 


PREFERENCE STOCK, 

4.48% CONVERTIBLE SERIES 
Dividend No. 57 

28 cents per share; 


PREFERENCE STOCK, 

4.56% CONVERTIBLE SERIES 
Dividend No. 53 

28'/2 cents per share. 


The above dividends are pay- 
able July 31, 1961 to stock- 
holders of record July 5. 
Checks will be mailed from 
the Company's office in Los 
Angeles, July 31. 


P, C. HALE, Treasurer 


June 15, 1961 
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to develop cost functions. Mr. Greg- 
ory’s chapter on the “Economics of 
Computers” is a most useful presen- 
tation of the nature of costs that 
may be incurred in operating an 
existing manual-mechanical or a 
proposed electronic system. He 
wisely adds an interesting discussion 
of transition costs involved when 
changing from one system to an- 
other more advanced system. 


The formation of a definite cost 
theory is still a long way off. For 
one thing, there are the intangibles. 
If they are disregarded or wrongly 
evalued, management will certainly 
reach erroneous conclusions as far 
as the economics of a computer is 
concerned. But how should intan- 
gibles be assessed? After all, in the 
final analysis the value of any infor- 
mation is set by the consequences 
that result from having or not hav- 
ing such information. Even here a 
dilemma can easily present itself: 


Shorter delays in getting the infor- 
mation will enable management to 
make decisions quicker, in respect 
to correction as well as to improve- 
ment of current operations. But very 
short-run operations could bear little 
or no resemblance to what actually 
happens in the firm over a longer 
period of time. The risks of too- 
short reporting intervals are very 
real; at the same time, they must 
not obscure the many situations in 
which short time spans are essential 
for effective management control. 
The public is currently being told 
that “machines have jobs—workers 
don’t.” A great deal of the alleged 
structural unemployment is blamed 
on the new electronic computers and 
calculating devices. This points to 
a vital omission. Once management 
decides to use a computer, the first 
step must be a detailed analysis of 
procedures and operations in the 
firm to reduce them to a series of 


terms which can be presented to the 
computer. Editor Leveson stresses 
the necessity of “a carefully planned 
and comprehensive educational pro- 
gramme ... preferably before and, 
at the latest at the same time as, the 
analysis whose object would be to 
inform—and hence prevent rumors 
—and to remove fears which the 
unknown—in the shape of an un- 
explained investigation and analysis 
—tends to breed.” One wonders 
whether management has not too 
often overlooked such a program to 
allay the fear clerical workers will 
have that the introduction of a com- 
puter will lead to loss of jobs. 


Mr. Leveson’s book makes good 
reading for the academician as well 
as the practitioner. For the man re- 
sponsible for rendering the decision 
whether or not to install a computer, 
this treatise on the nature, acquisi- 
tion, and operation of a computer 
should be invaluable. 


Wily BOOKS 


A leading guide updated and revised... 


INVESTMENTS 


THIRD EDITION 


By GEORGE W. DOWRIE, Stanford University 
DOUGLAS R. FULLER, Northern Trust Co., and 
FRANCIS J. CALKINS, Marquette University 


All material has been updated, the treatment 
of market mechanics expanded, and data on 
investments by the individual have been inte- 
grated. Book stresses concept of relative price 
variability in securities, its effect on portfolio 
management, and its measurement by security 
analysis. Many examples of the practical tech- 
nique of security selection are included. 


Some changes and additions 


Operation of securities markets, mathematics 
of investments @ classification by price varia- 
tion characteristics ® review of methods of 
issuing new securities ® investment policies 
of pension funds ® monthly investment plans, 
investment clubs ® new approach to security 
valuation. 1961. 561 pages. $9.00. 


Send now for your on-approval copy 


JOHN WILEY & SONS, Inc. 
440 Park Avenue South, New York 16, N. Y. 
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“TOOL KIT" 


FOR YOUR OBJECTIVE 
ANALYSIS OF THE STOCK MARKET 


Volumatic Data Service provides “tools” necessary 


for your personal analysis. Reports are not an ad- 
visory service clouded with personal opinions and 
prejudices. 


INFORMATION FURNISHED WEEKLY ON 
OVER 2,000 STOCKS ON NYSE AND ASE 


@ Proportionate Trading Position @ Signals of 
Activity @ Price Trends ® Dow-Jones Comparison 
® Accumulative Volume Average @ Volume Position 


Electronic computer compares every listed common 
stock with all others. Weekly reports air mailed 
Saturdays. 


Here’s What Subscribers SAY a. % 


“Your unique report is outstanding and one of the greatest 
aids to stock market analysis that I have come across in 
ten years of market study.” H. B., BALTIMORE, MD. 


“I do use charts extensively, however for the reason you 
suggest, among others, I am increasingly coming to the con- 
clusion that your service is pecan the most valuable tool 
that I have.’’ J. J. K., WOLFEBORO, N. H. 


TRIAL OFFER 4-week NYSE & ASE Ser- 


vice and comprehensive trad- 
ing manual. Send only $6.50. Your money refunded 
in full if not satisfied after 3 weeks trial. 


VOLUMATIC Data Processing Co. 


Dept. F-11 Silverton, Oregon 
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JHE SEVEN FAT YEARS: CHRON- 
ICLES OF WALL STREET. Garden 
City, N. Y.: Doubleday & Com- 
pany, Inc. Paperback. 238 pages. 
95¢. 


Except for the introduction this is 
a book of articles reprinted from 
The New Yorker. However, for 
this reviewer — who diligently tries 
to keep abreast, daily, weekly, and 
monthly, of every printed work 
about Wall Street — he frankly 
missed every article in The New 
Yorker on which each chapter is 
based. And he’s enjoyed reading 
what he missed. Mighty nice to have 
such a pleasant reminder. 

And, being a commuter (and thus 
having the forced “time to read” 
which so many non-commuters 
miss) he’s taken full advantage to 
reacquaint himself with the lore 
that surrounded “The Great Proxy 
Fight” (Robert Young vs. The New 
York Central); “This Way to Sign 
Up for Ford, Boys!” and many 
other incidents that make Wall 
Street such a fascinating place to 
work. Good reading—and you can 
slip the book into your side pocket. 

* * * 


THE NEW MILLIONAIRES AND How 
THEY MADE THEIR FORTUNES. 
By the editors of The Wall Street 
Journal. Published by Bernard 
Geis Associates and distributed 
by Random House. 186 pages. 
$4.95. 


Here’s a respite from the sharp 
pencils and ticker tape; yet it’s not 
too far away from either. And while 
most of us will never learn the for- 
mula of building our stipends into 
at least $1 million, it’s always fas- 
cinating to read how a few others 
made $1 million and even more. 

That the era of the financial 
genius never ends — despite the 
highest tax bite in history—is the 
theme of this book. And the ac- 
cumulation of money, one con- 
cludes, is to develop a strong allergy 
to a paycheck, even if it totals 
$200,000 yearly (the government 
gets $156,820) and become a mav- 
erick of sorts—that is, a thinking 
maverick. 

Fourteen post-war millionaires 
(one a woman) are studied by The 
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Wall Street Journal staff. And as 
there is (in the words of Warren H. 
Phillips, managing editor of The 
Wall Street Journal) “a little of the 
economic Peeping Tom in all of 
us,” these behind-the-scenes articles 
make most interesting reading. 
* * * 


READING FOR PLEASURE 


(Editor’s note: In the belief that 
not all of our readers spend every 
waking hour pouring over the stock 
pages, watching ticker tapes, draw- 
ing charts and engaging in other in- 
vestment pursuits, we will hence- 
forth present one brief book review 
which, in all probability, will add 
not one iota of financial knowledge, 
but it will be a book that may chal- 
lenge the intellect in a relaxing man- 
ner. Such is our first review in this 
new “department’’). 


THE GOUFFE CASE. By Joachim 
Maas. Translated from German 
by Michael Bullock. New York: 
Harper & Brothers. 434 pages. 
$4.95. 


This novel about a bizarre mur- 
der in Paris in 1889 held for this 
reviewer, the same enjoyment gained 
from ‘“‘Trent’s Last Case,” by E. C. 
Bentley. And as for the prose one 
is reminded of John Dickson Carr’s 
“The Devil in Velvet.” Hear this: 
“He touched the pince-nez on the 
nose of his mind.” 

So, for readers familiar with one 
or both, nothing more need be said. 
For others “The Gouffe Case” em- 
bodies the mystery of a moneylen- 
der, Alphonse Gouffe, who mysteri- 
ously disappears. Inspector Goron 
is, as you might suspect, the inde- 
fatigable and relentless head of the 
legendary and feared Paris Surete 
(sorry we don’t have the accents 
fOr SSULeIew)): 

Gabrielle Bompard, sort of a 
Lady Macbeth of the 19th century, 
might well have given “her mother 
40 whacks and when she saw what 
she had done given her father 41” — 
which is sort of mixing metaphors. 
“The Gouffe Case” is a fascinating 
story of evil and destruction, lust 
and spiritual struggle, sense and 
sensuality. For relaxing reading: 
excellent! 
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The little 


yellow rose on 
every table on 


the Super Chiet 


You always find a dainty 

yellow rose adding its beauty 

to your table when you sit down 
to a meal aboard the famous 


Super Chief. 


This tradition started years 
ago as a symbol of Super Chief 
hospitality, and we take it very 
seriously. That’s why you'll find 
Super Chief service a little faster, 
a little more thoughtful, a little 
more thorough than you expect 
of most others. 


Like the rose itself, these are 
little things. But they add up to 
make a Santa Fe trip a unique 
experience in the world of travel. 


The Super Chief runs daily between 
Chicago and Los Angeles 


For reservations, consult any Santa Fe 
Traffic Office or Travel Agent 
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The president and/or board chair- 
man of some U. S. corporation ad- 
dresses the New York Society of 
Security Analysts at luncheon five 
times each week. That this is a 
daily occurrence often surprises that 
speaker. 

Every other week the Security 
Analysts hold a forum in the after- 
noon from 3:45 to 5 p.m. Often a 
panel of three members of the New 
York Society will discuss an indus- 
try, the stock market, or a special 
subject affecting investment deci- 
sions. At times, experts from gov- 
ernment or industry will deal with 
their special fields of activity. In 
addition, an evening dinner meeting 
is held once a month. On these 
occasions the president of a major 
company is the guest speaker. 

Occasionally a corporation rents 
the New York Society’s main room 
for an afternoon meeting and issues 
its own invitations to selected ana- 
lysts and to other guests. In Decem- 
ber, the Boeing Airplane Company 
held such a meeting to announce its 
727 short-range jet program. Harold 
Haynes, a vice president, made the 
presentation and Boeing president 
William Allen was present and an- 
swered questions. 

With few exceptions, meetings are 
held at the Society’s headquarters at 
15 William Street. The present club 
rooms were completed in January 
1960, at a cost of about $215,000. 
A little more than half this amount 
had been saved over the years from 
dues, convention surpluses, and — 


INTERNATIONAL 


| HARVESTER 


COMPANY 


The Directors of International 
Harvester Company have declared 
quarterly dividend No. 185 of sixty 
cents ($.60) per share on the com- 
mon stock, payable July 15, 1961 
to stockholders of record at the 
close of business on June 15, 1961. 


GERALD J. EGER, Secretary 
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more important—from its profitable 
publication, the Analyst’s Journal. 
[This was prior to 1954 when the 
publication was turned over to The 
National Federation and prior to its 
change-of-name to The Financial 
Analysts Journal]. 

Donations by New York broker- 
age firms, banks and other financial 
institutions supplied the balance. 
Their contribution of nearly $100,- 
000 was a tangible recognition of the 
Society’s importance to the financial 
community. New York papers and 
the Wail Street Journal cover the 
more important meetings and report 
on them. 

Today analysts are the principal 
interpreters of industry to investors 
throughout the nation. They guide 
the investment of individuals, of 
bank trust funds, investment trusts, 
pension funds, insurance companies, 
charitable institutions and others. 
They are lineal descendants of the 
lowly statisticians who in the 1920’s 
compiled corporation earnings and 
balance sheet figures. 

The advent of the SEC in the 
1930s and its “truth in securities” 
has proved a boon to both the in- 
vestor and the statistician. Informa- 
tion which the SEC requires be 
made available to the public has 
multiplied. It has become important 
to know and interpret this copious 
data. The status of the statistician 
has risen dramatically. Today, 
$10,000 to $15,000 is the average 
annual pay for senior analysts and 
$20,000 to $25,000 is not unusual. 


ALLEGHENY LUDLUM 
STEEL CORPORATION 


PITTSBURGH, PENNA. 


At a meeting of the Board of Directors of 
Allegheny Ludlum Steel Corpo- 
ration held today, May 17, 
1961, a dividend of fifty cents 
(50c) per share was declared on 
the Common Stock of the Cor- 
poration, payable June 30, 1961, 
to shareowners of record at the 

close of business on June 9, 1961. 


S. A. McCASKEY, JR. 
Secretary 


One analyst, a partner in charge of 
research for a New York Stock 
Exchange firm in 1960, received 
$200,000 in compensation, includ- 
ing a share in his firm’s profits. 
The New York Society of Secur- 
ity Analysts was formed in 1937, 
combining a number of smaller dis- 
cussion groups which had met at in- 
tervals beginning in the late 1920’s. 
Its membership today is more than 
2,600. No bank, insurance com- 
pany, stock exchange firm, invest- 


BALTIMORE GAS AND 
ELECTRIC COMPANY 


Serving one of America’s 
Great Industrial Centers 


QUARTERLY DIVIDENDS 


Dividends of $1.12 a share on the 
42% Preferred Stock, Series B; $1.00 a 
share on the 4% Preferred Stock, Series C; 
and 25 cents a share on the Common Stock, 
have been declared for the quarter end- 
ing June 30, 1961, all payable July 1, 
1961, to holders of record at the close 
of business on June 15, 1961. 

J. THEODORE WOLFE, 


Chairman of the Board. 


Dividends paid on the Common Stock continuously 
for more than half a century—always 
earned —never reduced. 


109th CONSECUTIVE 
DIVIDEND 


ON COMMON STOCK 


A quarterly dividend of $.50 
per share on the common 
stock of Gardner-Denver 
Company has been declared 
by the Board of Directors of 
the company, payable Sept. 
1, 1961, to stockholders of rec- 
ord at the close of business 
on August 9, 1961. 


Quincy, Illinois 
June 22, 1961 


O. C. Knapheide, Jr. 
Secretary 
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ment trust or pension fund of any 
consequence is without its Financial 
Analysts. 

The rapid growth of the New 
York Society provided the stimulus 
for the formation of similar groups 
in other cities. However, the New 
York Society maintains its leader- 
ship, by far the largest membership, 
and a unique position through its 
schedule of daily luncheons. 

In the early days, it was a struggle 
to get speakers from industry. I was 
among those who worked endlessly 
to persuade corporation presidents 
that it was worth their time and ef- 
fort to talk at our luncheons. Today, 
the chief executive of almost every 
major company is glad to appear. 
And some smaller companies clamor 
for dates. Some of those who can- 
not be accommodated hold private 
luncheons for selected analysts. 

A utility company is represented 
each Wednesday, and a railroad or 
other transportation company on 
Friday. It has become necessary to 
restrict appearances for industrials 
to once in two or three years. There 
just are not enough days for all ap- 
plicants to appear annually. 

While luncheon, afternoon and 
evening meetings provide analysts 
with much readily garnered corpo- 
ration information and impressions 
of management, analyst activities 
do not stop here. Annual national 
conventions are held under the aus- 
pices of a local society. Regional 


. The Board of Directors of Central 
and South West Corporation at its 
meeting held on June 8, 1961, de- 
clared a regular quarterly dividend 
of twenty-five and one-half cents 
(25%c) per share on the Corpo- 
ration’s Common Stock. This divi- 
dend is payable August 31, 1961, to 
stockholders of record July 31, 1961. 


LrEroy J. SCHEUERMAN 
Secretary 


CENTRAL AND SOUTH WEST 


CORPORATION 
Wilmington, Delaware 


July-August 1961 


conventions are held in between the 
annual conferences. Perhaps even 
more significant are visits by ana- 
lysts to industrial headquarters and 
plants. These are conducted both 
on an individual basis and through 
group trips sponsored and paid for 
by corporations. 

The analyst reports on his find- 
ings to his chief of research. Much 
of his information and opinion is 
transmitted to investors throughout 
the nation by telephone, wire, mem- 
orandum and full-scale analyses. 


The younger analyst tends to be 
solely a reporter of management 
views. Over the years, the hard- 
working analyst reads and hears 
much contradictory information 
from competitors, suppliers, custom- 
ers and other analysts. If he has a 
critical faculty, he begins to sift out 
what he regards as significant and 
true. From this he forms judgments, 
not infallible, but well worth atten- 
tion. 

The National Federation of Fi- 
nancial Analysts Societies a few 
years ago took over the Analyst’s 
Journal, which was formerly pub- 
lished by the New York Society, and 
understandably changed its name 
to The Financial Analysts Journal. 
Many different views on investment 
approach and on subjects of investor 
concern are presented. A subscrip- 
tion to the Financial Analysts Jour- 
nal is included in the dues of each 
of the 6,500 analysts. There are 


COMMON DIVIDEND 
No. 113 


The Board of Directors to- 
day declared the following 
dividend: 

22) cents per share on the 
Common Stock, payable 
September 15, 1961 to 
stockholders of record at 
the close of 
August 15, 1961. 


The Goodyear Tire & Rubber Ca. 
By R. L. Miller, 
Secretary 


July 6, 1961 


business 


THE GREATEST NAME IN RUBBER 


about 5,000 additional subscribers. 

The analyst, starting as an ill-paid 
gatherer of corporation figures, is 
today the most important communi- 
cation link between corporation 
management and the nation’s in- 
vestors. Only if we become a nation 
of knowledgeable investors who un- 
derstand how capitalism functions, 
are we likely to retain our capital- 
istic system and the unparallelled 
freedom it has given our people. The 
Security Analyst carries a significant 
part of this burden on his shoulders. 


NorVIN R. GREENE 


“THE DUTY OF A security analyst 
who also writes is not to be right 
but to say what he thinks (provid- 
ing he knows what this is). Marcus 
Goodbody, in whose research de- 
partment I first worked, once said: 
‘Walter, you don’t have to be right, 
you have to have reasons for what 
you say.’ I always thought this was 
a great point of view. Marcus found- 
ed the first serious-minded broker- 
age house research department in 
Wall Street whose conclusions were 
available, not just to select custom- 
ers but to the general public. Intense, 
well-informed (but not necessarily 
correct) research is now common in 
Wall Street, but it all follows the 
pattern of what he established in the 
early 1920’s. So Hail to Marcus 
Goodbody. He said Farewell some 
years ago.”—Walter K. Gutman 
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CONSOLIDATED 
: NATURAL GAS 


COMPANY 
VW 


30 Rockefeller Plaza 
DIVIDEND No. 54 


New York 20, N. Y 


Tue BOARD OF DIRECTORS has 
this day declared a regular quar- 
terly dividend of Fifty-Seven 
and One-Half Cents (5742¢) 
per share on the capital stock of 
the Company, payable August 
15, 1961 to stockholders of 
record at the close of business 
July 17, 1961. 


JOHN MILLER, Secretary 
June 7, 1961 
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New York Analysts Forget Market — For One Day 


New York Society Analysts laid 
down their pencils and analytical 
cares and hied themselves up to the 
spacious grounds of the Westchester 
Country Club at Rye, New York, on 
June 23, for their Ninth Annual 
NYSSA Stock Exchange Auction 
and Outing. Some three hundred 
Analysts and their guests forgot the 
market for the day and participated 
in the sports of their choice—golf, 
tennis, horseshoe pitching, soft-ball, 
bridge or just plain relaxation in the 
sun. 


Co-chairmen Vic Margand and 
Dave Bell provided (with the aid of 
their committee) a full round of 
activities among which was the high- 
light of the affair, the Stock Ex- 
change Auction for four automo- 
biles. Three hundred “live numbers” 
were eligible for the valuable prizes. 
The “live” $2.00 shares are put up 
for bidding and as eliminations take 
place the remaining “live” shares 
take on added value down to the 
last four shares which win the 
awards. The auction was followed 
by a dinner where trophies and 
other prizes were awarded. 


The winners and their prizes: 


Stock Exchange Auction: Rambler 
station wagon, Charles R. Copp 


400th Dividend 


Pullman 
Incorporated 


95th Consecutive Year of 
Quarterly Cash Dividends 


A quarterly dividend of fifty 
cents (50¢) per share will 
be paid on June 14, 1961, 
to stockholders of record 
June 1, 1961. 


WILBUR E. WOLFE 
Vice President « Secretary 


Division and Subsidiaries: 
Pullman-Standard division 
The M. W. Kellogg Company 
Trailmobile Inc. 
Trailmobile Finance Company 
Swindell-Dressler Corporation 
Transport Leasing Company 


104 


(4,265); Thunderbird hardtop, Alvin 
R. Young (7,277); Special Corvair 
Monza, Grace M. Cavallo (1,852); 
Chrysler Valiant, Howard R. Prior 
(18,791). 

Special Door Prize: Turbocraft in- 
board motor boat, Oscar K. Williams. 


Annual Tournaments: W. Sturgis 
Macomber Trophy for low-gross golf, 
Philip Bilbao; Lancaster M. Greene 
Trophy for tennis, William Rhodes and 
Donald Wilson, Fred Hoisington and 
David Rothrock; Gerald L. Wiustead 
Trophy for horseshoe pitching, Hugo 
Heuermann. 

Golf Tournament: ist low gross, 
Philip Bilbao (set of registered irons) ; 
2nd low gross, A. Goldbaum (set of 
registered woods); 8rd low gross, Ken 
Ward (leather golf bag); 1st low net, 
J. Sullivan (plastic golf bag); 2nd low 
net, L. F. Genz (No. 5 wood); 3rd low 
net, E. Cowen (dual wedge); Kickers: 
Alan Poole (putter); H. Wilkes (dual 
wedge); W. Pendleton (umbrella); 
W. Zimmerman (one dozen balls); 
M. Kourday (one dozen balls); H. 
Horowitz (set head covers); Nearest 
pin on 5th hole, S. Goddard (putter); 
Highest score, Chas. Haynie (one 
dozen balls). 


Tennis Tournament: ist and 2nd 
match (ended in tie)—William Rhodes 
and Donald Wilson and Fred Hoising- 
ton and David Rothrock (tennis bags 
divided between two); 3rd match— 
Lancaster and Norvin Greene (sur- 
plus tennis balls). 


“Early Bird” Prize: Walter Merkel 
($50 cash). 


DIVIDEND NOTICE 
COMMON STOCK 
DIVIDEND NO. 182 


The Board of Directors on 
May I7, 1961, declared a 
cash dividend for the second 
quarter of the year of 70 


cents per share upon the 
Company's common capital 
stock. This dividend will be 
paid by check on July 15, 
196I, to common stockholders 
of record at the close of 
business on June 13, 196l. 


K. C. CHRISTENSEN, 
Vice President and Treasurer 
San Francisco, Calif. 


Soft-Ball Game: $5.00 gift certifi- 
cates to each member of winning team 
—Frank Feinberg, James A. Pavia, 
William D. Wallace, Charles W. Gluck, 
Eugene A. Levinson, David Rothgaber, 
Miss Donna Waugh and Alexander H. 
Wheelan. 


Bridge Tournament: $60 in cash 
divided among six winning teams. 

Dow-Jones “Guesstimate”: Purse of 
$124 won by Mrs. Albert Frank with 
guess of 689 average against actual 
688.8 average. 
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On the moon...and under it 


Sometime soon a man will thrust to the vast regions of outer 
space in an effort to reach the moon. 

On the day of the moon-shot certain other things will also 
happen. A woman will telephone her grocer. A man will 
sail a boat. A boy will play a trumpet. 

Anaconda takes part in both worlds. For example, we 
manufacture radar and special communications cables, nu- 
clear reactor cables and guided missile cables. They are 
made to exceedingly rigid specifications and close tolerances. 
They are dependable. 

Anaconda also makes telephone wires and cables—the 
kind you'll find in your own local phone system. We develop 
and produce strong, rustproof marine metals for boat screws, 


fittings and fastenings. Many fine trumpets play better be- 


cause their bells and tone chambers are electroformed with 
our “Plus-4’® Phosphorized Copper Anodes. Through these 
products as well as through constant development of new 
copper sources, Anaconda keeps pace with today’s needs— 
big or little. 

We like to think that our spaceman will land safely on 
the surface of the moon. But we’re not forgetting that people 
will continue to live and work in their accustomed ways— 
under the light of that same moon. Anaconda will be there. 


On the moon... and under it. 
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‘i The stockholders of Chance Vought Corpora- 
DPS ae tion and Ling-Temco Electronics, Inc., on June © 

EME : KeiM rig fe! a 30, 1961, approved plans for combining these 
h Mi) % , two companies into a vast, new company — 


; 2 nm Ling-Temco-Vought, Inc., to be effective 
F H. iG August 31, 1961. 
i fs Combination of these dynamic, experienced 
bp ; ieee organizations will link depth of capabilities 
ee ela : y ae » with depth of management to meet the 
( advanced challenges of electronics, space, - 
communications, aircraft, missiles, industrial 
and consumer developments. en 
it ie “<a Ling-Temco-Vought will employ more than 
ry ; 20,000 people in seven basic groups: AERO- 
SPACE SYSTEMS.) ELECERONTGSi.: 
\ ; COMMUNICATIONS... COMMERCIAL AND 
Se A t a , . INDUSTRIAL PRODUCTS...SOUND SY: 
pis ) : TEMS...AERO SYSTEMS... INFORMATION 
) r t Hs : HANDLING SYSTEMS. 


This will be... Ling-Temco-Vought, Inc. yeh 
new industrial leader to serve America’s 
exciting future through science. 


ray 


. from left: 


~ James J, Ling 
: “Chairman of the. 
MS Pexecutive committee 


Robert McCulloch 
Chairman of the Board 


Gifford K. Johnson 
President 


Clyde Skeen ; 
Executive Vice-President  \s J 
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“Proposed new ame for the combined compannes atter August 3). 1961 CHANCE VOUGHT CORPORATION AND LING TEMCO CLECTRONICS, INC 


